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Introduction 


These notes are meant to give a survey of and some comments on the 
various theories which are now current with regard to the factors 
determining the level of money wages}. Such a review may be of 
some use on two scores. On the one hand it will be found that opin- 
ions and the methods of approach differ considerably. The fact that 
theoretical views are many and varied has its repercussions in prac- 
tice, in the sense that no simple consensus of opinion is to be en- 
countered there, either. On the other hand the nominal wage level 
is a factor which is coming to the fore more and more in practical and 
theoretical discussion. As far as practice is concerned, one need only 
consult the reports of worried committees on a national or European 
level, who often hold the wage level responsible for the steady and 
continuous depreciation of money. But striking changes in emphasis 
may be noted among the theoreticians, too. The macro-price theory 
forms an example of this as well. Whilst in the past most economists, 
if asked about the value of money, would have taken MV = PT as 
their starting point, nowadays quantitative investigations, and par- 
ticularly forecasts, argue on the basis of cost factors, the most im- 
portant of which is the money wage rate?. In order to complete this 
method, which in itself does not offer an approach to the profit com- 
ponent of prices, the shifting of increases in prices to others is included 
in the observations. It will be clear that such arguments increase the 
desirability of a universally accepted wage theory. 

Now such a communis opinio exists already, in the sense that every 
modern wage theory regards the wage rate as the price of labour 
which comes into being on a market and which is determined by 
supply and demand. But this consensus of opinion is too vague. The 
concepts “‘supply”’ and “demand” may be interpreted differently, 
especially ifa partial analysis a la Marshall fails. Themacro-economic 
connections may be approached from dissimilar angles, and the 





1. Of course this does not exhaust the wage theory; the latter offers other 
problems, such as with regard to the wage structure. 

2. For instance, this is done in the Central Economic Plan drawn up every 
year in the Netherlands. 
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decisive factors stressed differently. As stated at the beginning of this 
article, it purports to list these divergent views and comment on them 
briefly. The aim is a summary which can help anyone desirous of so 
doing to choose a standpoint. No attempt has been made to go into 
details; a more or less stenographic reproduction has been aimed at. 
Such antique curios as the wage fund theory or the iron wage law are 
not dealt with. 

Much of the inspiration for these lines comes from the report of the 
conference on wage determination held by the International Eco- 
nomic Association at Seelisberg in 1955. The papers written for this 
conference, together with a report of the discussion, have been edited 
by J. T. Dunlop and published under the title The Theory of Wage 
Determination®. However, my notes are not intended as a full-dress 
review of these papers‘; the interested reader is heartily recom- 
mended to study that absorbing book. It gives a cross-section of the 
present wage problem, also as it occurs in fields (such as wage struc- 
ture) other than those with which this survey is primarily concerned. 
It is true that the Seelisberg revisit to wage theory invokes a some- 
what chaotic picture, but that merely illustrates its realism; it reflects 
the true state of affairs. Since the classical wage theory was found 
to be unsatisfactory, disintegration has occurred. 

The following notes on the present state of the wage theory relate 


3. Macmillan & Co., London and New York, 1957, xv + 437 p. If nothing is 
stated to the contrary, the footnotes refer to these papers. The lay-out of the book 
(a distinction is made between “‘The General Level of Wages’’, “‘The Impact 
of the Labour Union’”’, ‘‘The Wage Structure’’, ‘‘The Nature of Bargaining”’ 
and “‘Labour Market and Labour Supply’’) is more orderly than the problem 
allows. For the wage level is partly determined by the union, by bargaining, 
by supply and also, as explained below, by the wage structure. The papers 
imply somewhat more system in the present state of the theory than is in fact 
the case. 

4. For instance, this article does not consider the interesting, even though very 
complicated article by W. Kreuz, ‘““Wage Rates in a Model of the System”’, 
because this does not investigate what determines the wage, but rather what 
effects the money wage may have on aseries of other magnitudes. The contribution 
by C.A. Myers (“‘Labour Market Theory and Empirical Research’’) discusses 
the structure of the supply and the allocation of labour, and so is not primarily 
concerned with the question of wage determination. A series of other articles is 
only touched upon in this review. It is not possible in a short article to do justice 
to all the contributions. 
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among other things to an old point of controversy among economists. 
There are some who like their theories to be simple and to spotlight a 
few strategic factors. These factors must preferably be measurable, or 
at least easy to observe. Such operational theories are helpful, but not 
always complete. Other economists, on the other hand, have a prefer- 
ence for complete, universal theories. They want a rounded system, 
even if elusive factors occur in it and even if the completeness is 
achieved at the cost of the concrete content. This difference in men- 
tality is perhaps more important than any other contrast in metho- 
dological approach. It has led to striking differences of opinion, at 
least in the field we are considering. The Seelisberg papers give a 
good picture of these dissimilar approaches. 


The Classical Theory 


The combined effect of Say’s law and a flexible system of prices 
leads, in the “‘classical’”’ view, to full employment. In that case the 
marginal product of labour can be derived from the production 
function if the stock of capital goods is given. This determines the real 
wage rate. The money wage rate proceeds from the real wage rate 
and the price level, whilst the latter is inversely proportional to the 
effective quantity of money MV at given turnovers. It is therefore 
the effective quantity of money which, together with the production 
function, determines the nominal wage level. No form of independent 
action by unions or the authorities can exert any influence on the 
level of wages, unless one is prepared to accept unemployment. For 
the latter will occur if the level of the money wage is forced up higher 
than MV can “‘tolerate’’. Or, in other words, if the level of money 
wage and that of prices together display a higher real wage rate than 
tallies with the marginal product of labour under full employment. 
In actual fact the classical theory does not expect that this will 
happen. At least, it would be at variance with the enlightened self- 
interest of organized labour. 

This view of the problem of wages is a simple one. It can be repro- 
duced in elementary equations. Moreover, the causal connections 
run in one direction, in contrast to the Lausanne system (see below). 
And, should the equilibrium fail to come about, the “guilty party” 
is clear to see. 
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In the main there are two criticisms of this line of thought. In the 
first place economists no longer believe in Say’s law; if full employ- 
ment is abandoned as a hypothesis, the marginal product of labour is 
no longer a given magnitude, but a curve. This has far-reaching 
consequences for the determinateness of the real and the money wage 
rate. But these consequences could be avoided by postulating govern- 
ment policy as the stabilizer of employment instead of Say’s law. In 
this way something is saved of the structure of the classical theory, 
namely the given marginal product of labour. 

The second point of criticism concerns the connection between 
this marginal product—the real wage rate—and the money wage 
rate. In the classical view the money wage rate proceeds from the 
marginal product, at a given price level for wage goods. But in fact 
the connection is more complex, because the level of the money wage 
in its turn determines the price level. However, the extent to which 
an increase in money wage influences the real wage rate depends on 
the extent to which the employers shift the wage increases in the 
prices they charge their customers. The latter factor determines, 
therefore, which money wage rate will be consistent with a given real 
marginal product. This brings to the fore the whole problem of the 
wage-price spiral ; it is common knowledge that in this spiral the wage 
need not only play the passive part of a variable which can be 
explained; it may also play an active role. Another way of formulat- 
ing this is that it is not the marginal-value productivity of labour 
which determines the money wage; there is interplay between the 
two magnitudes. There is no one-way traffic in the process. As a result 
the attractive simplicity of the classical scheme, in which MV is the 
last determinant of the nominal wage level, disappears. 


The Keynesian Theory 


It is an obvious step to set the Keynesian view against the classical 
one®. However, at first sight this confrontation does not seem very 
fertile, for the rather surprising reason that no wage theory occurs in 
the General Theory; moreover, Keynes has eliminated the problem 
of money wages from his system by using a couple of artifices. The 


5. Which is done by H.G.Johnson and by I.Gasparini in their respective 
contributions to the Seelisberg conference. 
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e } first artifice is the introduction of the “wage unit’’; this special unit 
j~ of calculation makes the magnitudes which the General Theory employs 
1S { invariant against wage changes. The second artifice is the assumption 
g that workers and union leaders will tend to concentrate on money 
e i wages to the exclusion of the real wage. In Keynes’ theory the 
\- “money illusion”? adopts a rather peculiar form. Taking both arti- 
n ; fices together has led H. G. Johnson® to postulate that in Keynes’ 
- system wages are rigid. However, it is my opinion that the contrary 
is the case. They are not rigid, but practically irrelevant. 
n I The reason for this is to be found not so much in the two artifices 
e mentioned above as in the inelasticity of the demand for labour in 
e : respect of the level of the money wage. The great Keynesian thesis 
ot with regard to the wage theory is that this demand, at least in a closed 
e economy, may have a slight negative or even a small positive value. 
h As the reader will be aware, this view was not new (cf. Goudriaan, 
n Kalecki), but it was put in a new light by the General Theory. It is an 
e extremely important consequence of the Keynesian model and is a 
S, { flat contradiction of the classical system. It is true that with Keynes 
al wage changes have repercussions, but as far as the demand for labour 
e is concerned they are indirect, and make themselves felt via invest- 
re ' ments and the consumption influenced by the distribution of income. 
e The ultimate effect is a small surplus of opposing forces. As a result 
t- this argument is not really suitable for verbal verification; the in- 
Ir ’ ductive method has to settle matters. Kalecki (with a more primitive 
e etechnique), and Tinbergen, Witteveen and Klein (by means of 
It models), have confirmed the Keynesian thesis for various cases. 
e Attempts by the “neo-classicists’” to rehabilitate the money wage 


' level via the effect which increases of wages and prices have at a given 
liquidity preference on the rate of interest and consequently on in- 
vestments or via the real value of cash balances (the Pigou effect) fail 
not so much in the field of logic as in that of the values of the elastici- 


al ties concerned. Wages have to make quite strong movements if they 
y are to affect spending decisions via the above chain of causes, other 
n things being equal—and in that case the “other things” have not 
n stayed equal, for such wage movements tend to occur in a dynamic 
e world, in which variations in the interest rate threaten to disappear 


in a sea of variations in expenditure. 
6. ‘The Determination of the General Level of Wage Rates.”’ 
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We must therefore conclude that employment in a closed economy 
frequently depends only slightly or not at all on the level of the money 
wage. But this does not supply us with a wage theory—on the contra- 
ry, in such a theory the demand function is vitiated, undermined as 
an element. The wage level, which is determined in the classical 
theory by macro-economic connections, has become free, as far as 
the demand side is concerned. This applies all the more strongly if an 
elastic supply of credit is assumed, which is in accordance with the 
Keynesian theory. It is not MV which determines the money wage 
level, but the wages which often determine the extent of the effective 
circulation. Therefore in a certain sense Keynes may be characterized 
as the “liberator” of the wage level. If the money wage rate can move 
without affecting employment, whilst the remaining macro-magni- 
tudes submissively adjust themselves, the wage-fixers have a certain 
degree of freedom when deciding on what their policy is to be. The 
wage theory can concentrate on the actions of these managers. But 
we must first see whether any restrictions are imposed on this freedom 
by another macro-economic line of reasoning. 


The Lausanne School 


These restrictions of the degree of freedom might follow from the 
general interdependence as elucidated in particular by the Lausanne 
school. However, the method of approach followed by Walras and 
Pareto skirts the general level of money wages. The relevant systems 
of equations do determine the inputs of labour, but they do so in 
connection with a system of relative prices. Absolute price factors 
remain outside the system in the first instance; they have to be added 
to it, for instance via a Fisher equation. 

An attempt has recently been made to change this situation. In the 
Seelisberg papers an article appears by I. Gasparini (“Approaches 
to the Determination of the General Level of Wages’’), which 
mentions a further amplification of the Lausanne system undertaken 
by G. Demaria’. The central idea is the formulation of a supply and 
a demand equation for the labour market, not a la Marshall with the 


7. In the latter’s book: Logica della produzione e dell’ occupazione, 1950; this was 
not accessible to me. Demaria’s essay ‘“‘Aggregate and Particular Labour Supply 
Curves’’, included in the Seelisberg papers, also refers to this theory. 
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wage rate and the quantity of labour as the only variables, but a la 
Walras with all the relevant variables. Demaria writes supply as 


F(s, Vg, ..+5 Vag) 


where s is the wage rate and Vg, ..., Vig respectively represent the 
increase in population; the age pattern of the population; migration; 
training and labour productivity; the distribution of supply among 
occupations, firms and geographic locations; mobility ; the behaviour 
of the unions and the authorities; the length of working time; and the 
disutility of labour. Demand is represented by 


F (pt, 5, prs so+y PAs PB, snopes S) 


where pf, px, $a and pz represent input and output prices, f the 
bargaining power of the employer and S the “social interests” 
(“that is, the non-economic motivations in entrepreneurial be- 
haviour’). As if this list of variables was not long and vague enough 
already, Gasparini—perhaps in emulation of Demaria, perhaps not, 
it is not clear—adds a few more symbols, which represent the inde- 
terminateness of the wage in respect of supply and demand, including 
the “institutional factor” and government intervention. He then 
writes the wage rate s as a function of supply, demand and the 
symbols given above and demands that this theory be recognized as 
containing ‘‘a general theory... of the determination of the wage 
level”. Gasparini speaks more or less warmly of this theory. 

I am afraid that I cannot share this warmth. Obviously a wage 
theory omitting nothing has been aimed at. But even this aim has not 
succeeded. For instance, the power of the employers is mentioned, 
but not that of the union. Moreover, a result of aiming at unco- 
ordinated completeness is that the connection between the determin- 
ing factors, their relative importance, their interaction in an ultimate 
result, remain obscure. We are swamped by variables. This is further 
accentuated by the introduction at the last minute of symbols which 
are supposed to express “indeterminateness”. It seems to me that 
none of this offers much elucidation. 

Meanwhile Demaria and Gasparini have reduced the overwhelm- 
ing flood of determining factors, at least as far as the supply side is 
concerned, to a simple theory. In their opinion® general wage 


8. DemariA, loc. cit., p. 331; GASPARINI, p. 46. 
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movements will leave the total supply untouched. If that is true—and 
on a short-term basis and in the absence of a union, that would in 
fact seem to be the case—and, moreover, if the Keynesian view of the 
elasticity of demand is correct, we are obliged to conclude that the 
supply and demand scheme cannot help us much more with regard 
to the general level of wages. The curves are both inelastic, and so 
leave considerable play. To see what in fact happens, we must con- 
sider the union. The union makes the supply perfectly elastic in a 
certain sense; below a certain wage a strike replaces work. And so 
determinate wage-making again enters within our horizon, although 
in a totally different way from that which the supporters of the 
Lausanne school mentioned here have in mind?®. 


The Union as Wage-Fixer 


Long before the Keynesian liberation had become perceptible, the 
position of the union as a wage-fixer had attracted attention. It is 
true that some economists regarded every attempt at wage policy as 
ineffective or harmful, but the realists never denied the union’s 
power to influence the money wage. The oldest approach was rather 
unphilosophical, had little interest in abstract general interde- 
pendences and confined itself to the institutional aspects. The 
Webbs and J. R. Commons are characteristic of this period. Bargain- 
ing power was indicated as a determinant of the wage level, without 
this concept being closely defined or analysed. True, some elements 
of this concept are designated, such as “bigness”’, financial power, 
propensity to fight, etc. This line of thought is still indigenous to the 
American labour economists, and with it they have laid hands upon 
factors which undeniably play a considerable part in wage determi- 
nation. But the question is, what part is this exactly? What is its 
relation to the influence of monetary factors, which were mentioned 
above? What is the connection between market factors and political 
factors? What is the exact significance of economic power in a 
macro-economic system? Can this method of approach be systemized 
to form a consistent model containing every relevant factor? 


g. This also offers an answer—although perhaps too facile a one—to the need, 
which Duntop stresses, for a new theory of the supply side (“‘ The Task of Con- 
temporary Wage Theory’’). 
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The institutionalistic school does not insist upon this form of 
completeness. It tries to be complete in quite a different sense: social, 
psychological and historical elements must be taken into account. 
Much is gained as a result of this, but on the other hand something is 
lost, too, firstly in respect of the connections mentioned above, and 
secondly in respect of a closed and consistent theory. The concept 
of power remains too amorphous. A clear answer is lacking to the 
question of which factors determine the wage level. There are too 
many summations of dissimilar magnitudes, in the same way as 
criticized above when Demaria’s view was discussed. 

This changed when J. T. Dunlop came on the scene with his 
model of a trade union!®. With Dunlop simplicity returns. The 
union is regarded on the analogy of a monopolistic price-fixer. Wage 
determination is reduced to a transparent problem of maximization. 
The union chooses the wage rate which maximizes the total wage 
bill. Whilst a distinction can still be made between a number of 
variants, such as whether maximum income is for members of the 
union only or also for non-members, or whether unemployment 
benefit is taken into account or not, etc., these variants are now 
immaterial. The main point is that Dunlop seems to have found an 
obvious solution. In contrast to that of the institutionalists his 
analysis can be concretizec in clear equations, curves, and points of 
intersection. This makes the theoretical economist feel at home. 

But this simplicity has its price. Three problems, and important 
ones at that, have disappeared below the horizon. First of all, there is 
the elasticity of the demand for labour. In accordance with the old 
tradition, Dunlop draws his demand curves freehand. Their trend is 
a downward one, but they are after all mainly intended as partial 
demand curves. However, what happens if we switch from the 
partial method of observation a la Marshall to macro-economics? As 
was shown above, the elasticity of demand then decreases, and may 
even disappear. This holds a fortiori in a somewhat inflationary 
situation. And with this the simple maximization solution collapses ; 
the large union aiming at a maximum wage bill has only the sky as 
its limit. Dunlop’s argument therefore may seem valid for the textile 
workers or the teamsters, but it does not help us very much to 
answer the question of what determines the wage level. 

10. Wage Determination under Trade Unions, New York 1944. 
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The second point is connected with the first. Doubt has arisen as to 
the correctness of Dunlop’s view of what motivates the behaviour of 
the wage-fixers. A maximum wage bill caricatures the endeavour of 
the union; this is A. M. Ross’ reproach to Dunlop. The wage rate 
can only be understood by remembering that the union is a body 
with political views. There is more than money involved; principles 
are also at stake as they occur in the relations between union leaders, 
members, employers. In these relations the wage rate has symbolic 
significance. And so we return to the older, more sociologically in- 
clined students of trade unions, such as Commons. Although this 
broad view can explain many more empirical facts than the theory 
of wage bill maximization, Dunlop has in no way been convinced by 
his opponents. In the Seelisberg paper! he stands by his point of 
view vis-a-vis Ross’ interpretation. But his arguments are too brief 
to convince everybody. Many will be of the opinion that those who 
support a broad, undogmatic method of observation are in the right. 
But the latter in turn often fall into other difficulties, which have 
already been mentioned above on a number of occasions: those of 
summation of factors and indication of determinants without a 
coherent theory being the result!*. Here completeness is at the cost 
of theoretical perfection. 

A third point of criticism, which relates to both Dunlop and Ross, 
concerns the problem of pressure and counterpressure. In their 
opinion the union fixes the wage—but can it really do so? Will not 
the employer, in collaboration and union with his fellows, try to 
influence the wage level from his side? Who will win the struggle 
over the wage? This side of the problem of power is not fully ex- 
plained by the authors whom we have in mind here. And yet there 
are striking empirical facts here which require an explanation. An 
attempt at such an explanation has been made by the bargaining 
theories, which form a special variant of the power theories. 


11. “The Task of Contemporary Wage Theory’’; A.M.Ross, Trade Union 
Wage Policy, Berkeley 1948. 

12. A typical example of this is the contribution by H. Brocuisr, “‘ Union 
Models as Illustrated by French Experience’’. He goes still further than Ross, and 
tries to link up the behaviour pattern of the unions with the whole economic 
situation—which is certainly correct, but so generally formulated that the reader 
has some difficulty in following the concrete intentions of the writer. 
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The Bargaining Theories 


In this group of expositions the accent is again quite different. The 
bargaining process is regarded as a game between two persons who 
are trying to get the better of each other. Threatening the opponent 
with a strike or a lock-out plays a great part—sometimes a decisive 
one. Psychological and “‘ludic’”’ factors come to the fore. Connections 
are established with the theory of games. Wage determination has 
become a micro-process which takes place between a few—usually 
two—persons!%, These persons become the centre of interest. Their 
actions are analysed by means of concepts which in many cases are 
new, and are described by systems of equations or by matrices 4 la 
Neumann and Morgenstern. Macro-factors tend to fade into the 
background or completely to disappear. This makes the atmosphere 
of the wage theory quite different from that of the classical theory, of 
Keynes or of the Lausanne school, and also different from that found 
among the institutionalists. Some theories of bargaining, such as 
those of Shackle, Nash and Harsanyi (see below) do not relate 
primarily to wage determination, but are more general in scope. 
For all its apparently abstract nature, this approach is realistic in 
the sense that in many countries wage determination has become a 
matter for a limited number of managers. They “make” the wage 
level. If that is so, the mental world of these people is in fact the 
central point of the wage theory. This is very clear to see in Zeuthen 
(1931), who drew up the first theory of bargaining. He schematizes 
the considerations of employers and employees in a way reminiscent 
of Dunlop (maximum income as the sole factor), introduces the fear 
felt by the parties that they will suffer a loss of income in the event of 
a strike, and in this way succeeds in reducing the various steps in the 
bargaining process to a common denominator: the risk of a conflict 
which they entail. This risk proves to be reducible to the quotient of 
the importance which the bargainer attaches to the contract and the 
importance of the conflict. By writing this risk as a function of the 
wage rate (propensity to fight function) and by generalizing the 


13. The traditional neglect of this micro-problem (bilateral monopoly) by 
theoretical economics has finally come to an end. K. W. Roruscuitp has given 
an interesting, although not very complete, summary of the theories of bargaining 
‘** Approaches to the Theory of Bargaining’’). 
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meaning of contract and conflict as interpreted by Ross, Zeuthen’s 
ideas can be developed (as was attempted in 1950 by the present 
author!*) into a general theory, which is able to analyse the result of 
any given bargaining process. Every aspect of the human relations 
occurring around the bargaining table can be summarized in 
equations; as a result the wage rate is determinate. This theory 
therefore claims to be “‘complete’’ and general; in itself it does not 
spotlight strategic factors. 

Besides this approach (the propensity to fight theory) there are 
two others. The first is that of G.L.S.Shackle?®. It resembles that 
of Zeuthen to the extent that it makes the uncertainty, the risk in 
bargaining the central point. This is done by means of the concepts 
of “‘ potential surprise” and “focus value”’, which it would be diffi- 
cult to explain within the scope of this short survey. This much is 
certain: Shackle’s theory is even more difficult to incorporate in a 
macro-economic system than that of Zeuthen. This applies with still 
greater force to another approach to this problem, which is the brain- 
child of Morgenstern and Neumann. In this connection I particu- 
larly have in mind J. Nash?*, who indicates a “‘saddle point”’ in the 
various choices which the bargainers can make. The remarkable 
feature of this method, by the way, is that the uncertainty and the 
risk, which determine the outcome of the process in Zeuthen and 
Shackle, have been eliminated. Harsanyi!’ has attempted to recon- 
cile Zeuthen’s solution with that of Nash. The latter amounts to the 
product of the mutual contract ophelimities!* being maximized. 
Now Harsanyi is of the opinion that this is in essence Zeuthen’s 
conclusion, too; in any case he considers the results of both theories 
“mathematically equivalent”. But they cannot be equivalent, for 


14. De Loonvorming in de moderne volkshuishouding, Leiden 1950; “‘A General 
Theory of Bargaining’’, American Economic Review, 1952, p. 24. 

15. SHACKLE developed his theory in his book, Expectation in Economics, Cam- 
bridge, England, 1949. His Seelisberg paper, ‘“The Nature of the Bargaining 
Process’’, goes deeper into the views of others than into his own theory of focus 
values, although this does get dealt with briefly. 

16. “The Bargaining Problem’’, Econometrica, 1950. 

17. “Approaches to the Bargaining Problem before and after the Theory of 
Games’’, Econometrica, 1956, p. 144 ff. 

18. That is to say the importance which the bargainer attaches to the achieve- 
ment of a contract at a given wage rate. 
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the Zeuthenian theories lay the emphasis on quite a different factor 
from that of Nash, namely the uncertainty caused by the threat of 
a strike. This essential factor gives the bargaining process quite a 
different outcome than Nash thinks. What the divergent theories of 
bargaining need is not a facile artifice in the manner of Harsanyi, 
but a real synthesis. In my opinion Nash has made a valuable con- 
tribution in the field of “‘ optimal threat tactics’’, which can be recon- 
ciled with the Zeuthen type ofapproach. Such asynthesis is now being 
attempted by W. van der Ster, of the University of Uppsala. But this 
is not the place to deal with these technical questions. And so I shall 
pass over the unsatisfactory aspects of in particular Nash’s analysis?*. 

So far few cogent arguments have been adduced against the wage 
theory put forward by me. I shall not discuss a few technical details 
which Shackle has brought forward in the papers edited by Dunlop”®. 
The criticism of T. B.C. Mulder? is to the effect that it is not conflict 
and coercion but joint consultation and co-operation for common 
goals which determine or should determine the course of events in 
collective wage bargaining, and that consequently my theory is con- 
cerned more with a marginal case than with an actual situation. In 
answer to this it might be said on the one hand that my bargaining 
theory is nominally applicable to every situation, and so also to those 
in which the parties, guided by considerations of public interest, 
come together in a friendly spirit, and on the other hand that in 
his appraisal of the reality of wage determination Mulder has let 
himself be influenced too much by what he would like to see or by 
Dutch conditions. Since 1945 tripartite bodies have been set up in 
the Netherlands, in which employers, employees and the authorities 
collaborate in a constructive atmosphere. But in other countries 


19. They relate to the fact that Nash’s theory does not so much give the result 
achieved in reality as the result which could or should be achieved. Incidentally 
it is surprising that no attention at all is paid to Nash’s work in the Seelisberg 
papers. 

20. ‘The Nature of the Bargaining Process.’ The question here is what 
exactly is included in the net contract ophelimity. Shackle thinks that I have 
forgotten something, such as “‘loss of face’’ or the thought of future bargaining 
situations. In my opinion that is not so. The ophelimities comprise literally every 
consideration and impulse of the bargainer, however irrational. That is precisely 
the weakness of my theoretical set-up (see below). 

21. Loonvorming in overleg, Assen 1956. 
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things often do not run anything like as smoothly, and “struggle”’ 
is sometimes a better description of the process than “co-operation”. 
This does not alter the fact that Mulder comes very close to a criticism 
which now seems to me very sound. A theory of bargaining which 
sets out to be of universal validity neglects the specific too much. 
The individual and typical aspects of a given wage situation are no 
longer done justice in my equations. 

This objection applies not only to my theory but to every theory 
of bargaining known to me. They have concentrated so much on 
the psychological content of the Cinderella of economics, the bilateral 
monopoly, that the typical wage problems have disappeared. The 
most which can be claimed for these theories is that they facilitate 
a classification of the factors which determine the wage rate. For 
the rest they are of an undeniable economic woolliness. In my opinion 
wage theory must proceed no further along these lines, if only because 
the ophelimities which the theory uses are too vague, too broad, too 
psychological. This mode of thought is non-operational. 

Much rather do I incline to the view that the wage theory profits 
by a search for simple and if possible measurable determinants of 
the wage level which are firmly rooted in the macro-economic 
situation, as in the classical theory. However, in my opinion we must 
retain a number of elements of the theory of bargaining: in actual 
fact these determinants are “firmly rooted”’ to a considerable extent 
by the decisions on wage policy of the managers in the social field. 
We cannot ignore their ideas. And then the power of the union must 
be included among the variables. But this must not be made too 
complicated; apart from the odd strategic indication, such as un- 
employment, it can frequently be included within one and the same 
national economy as a slowly changing structural characteristic, that 
is to say perhaps as a trend factor. If possible, the solution to the 
wage problem should be sought in this direction. Only if this fails 
must broader theories be resorted to. Let us now see what structure 
an operational theory might have. 


Three Strategic Factors 


The first variable which suggests itself as an explanation of the wage 
level is positive or negative unemployment. This goes without saying 
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in the Marshall supply and demand scheme, i.e. in the case of 
competition on the labour market. In that scheme a discrepancy 
between the amount demanded and that supplied is the magnitude 
which conjures up forces tending towards equilibrium. Inelasticity 
of supply and demand, as is to be expected on the total labour 
market, merely makes the wage movement required for equilibrium 
greater; it accentuates the importance of this discrepancy. Unem- 
ployment is also an important factor for those who think more in 
terms of power, of responsible decisions, of wage policy; for must 
not the union leader make allowance for the possibility that his wage 
demands will harm employment? And if this were to be denied on 
the ground of Keynesian considerations, unemployment still weakens 
the bargaining position of the union, so that in that way unemploy- 
ment exerts a negative influence on the wage. In view of this it is 
not surprising that L.R. Klein has included in his model for the 
American economy a wage equation in which the unemployment 
figures for the current and the preceding year are the only variables 
apart from a trend factor and a disturbance factor??. 

And yet the unemployment figure conceals a complication which 
may not be ignored by a simple practical theory. It lies in the 
heterogeneity of labour. Unemployment may be unevenly divided 
among the various sectors of the market or even consist in an average 
which is built up from shortages and surpluses. As has been demon- 
strated by B. Hansen?*, in that case the unemployment figure must 
not be used. Instead allowance should be made for the surplus supply 
or demand, measured in terms of money, in every sector of the labour 
market. These positive and negative surpluses are converted into a 
macro-economic average by weighting them with the respective 
elasticities of the partial money wage rate in respect of the surplus 
in the sector concerned. An average positive or negative unemploy- 
ment figure therefore does not give a sufficient indication of the wage 


22. Economic Fluctuations in the United States, 1921-1941, New York and London, 
1950. Later Klein also included price movement as a variable; see below. In the 
oldest model (1937) in which a wage equation occurs—that of Tinbergen for the 
Netherlands—employment, not unemployment, occurs as a wage-determining 
factor. But this magnitude is only of importance if it is combined with the supply 
of labour. 

23. Seelisberg papers, “‘ Full Employment and Wage Stability”’. 
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movement; the average surplus is what matters. This is a fairly awk- 
ward complication for practical purposes. The measurements con- 
cerned cannot be made in an exact manner, in particular because 
the elasticities which have to serve as weighting coefficients are so 
difficult to determine. Therefore in many cases a rough correction 
to the average unemployment figure will have to suffice; the number 
of vacancies must also be taken into account, together with their 
location and the wage sensitivity prevailing there. 

To this must be added the fact that whilst Hansen has broached 
an important problem, he has not thought it out fully. For he tacitly 
assumes that the partial wage rates in the sectors of the labour 
market are independent of each other or, in other words, that the 
wage structure does not exert an independent influence on the wage 
level. But this supposition is unrealistic. Ifa shortage of labour occurs 
somewhere and the wage there rises, this will tend, via the wage 
policy of the unions, to push up wages in other sectors, even if there 
is no surplus demand there. Hansen ignores the connection which 
exists between partial wage rates, and consequently the influence of 
the unions. If these factors are taken into account, it will usually be 
found that with average “full” employment (that is to say a total 
unemployment figure of, say, 3°), which is the resultant of a some- 
what overstrained economic situation and a certain degree of struc- 
tural unemployment, an upward wage pressure can already occur, 
although Hansen’s equation does not yet indicate this wage pressure. 
This may be a complication in practice for the Government’s full 
employment policy; from this complication an argument can be 
derived in favour of a planned wage policy. 

This influence which the connection between wages exerts on the 
wage level is statistically even more difficult to handle than the fact 
that according to Hansen average unemployment does not matter, 
but the average surplus. It is discussed below in greater detail, 
because the wage structure can exert an independent influence on 
the wage level, irrespective of the structure of unemployment. 

So much for the unemployment figure and its more subtle variants. 
A second strategic factor which must find a place in an operational 
wage theory is the price level of consumer goods. The relation is to 
be found in the endeavours of the unions to keep up the level of at 
least the real wage when prices rise. The sliding wage scale is an 
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extreme example. In itself this influence is an obvious matter, so 
much so that it can only be considered surprising that the relation 
has not been included in the original models of Klein et al. But the 
difficulty here is that this price level is not unindependent of the wage 
level. The wage movement spreads to the prices. This intercor- 
relation is perhaps also the reason why the models do not contain 
the variable in question. 

However, the nature of the influence is not simply given. The 
Keynesian thesis that the wage rate is proportional to the prices 
because the latter are determined by the marginal costs, whilst in fact 
these are in their turn wage costs, seems to me untenable as a general 
statement. In any case it has strange consequences for the structure 
of the Keynesian system. For if prices were dependent only on money 
wages, it could not be assumed that the union is interested in the 
real wage only, on pain of all the nominal magnitudes becoming 
completely indeterminate. This is the reason why Keynes was obliged 
to adopt his strange view of the union leader, who in his opinion 
is a dazzled victim of the “money illusion’”’. 

But the proportionality of wages and prices is at variance with 
reality. The Keynesian thesis ignores the remaining cost components. 
Perhaps in the long run these can be “‘converted”’ 4 la Ricardo into 
labour, but this process takes time?*. In the dynamic sequence of 
wage increase and price increase import prices, depreciation, interest 
and rent play a subduing part. Sometimes profit does, too, but the 
opposite can also occur. The interplay between the share of wages 
and that of profit in the price level is one of the most controversial 
matters in the practical appraisal of concrete situations and a source 
of disagreement about causes and effects in an inflationary process 
(we shall revert to this). However this may be, the whole of these 
subduing and damping forces, which can be quantitatively sum- 
marized in an elasticity of wage-shifting, is an important variable 


24. On a long-term basis it might be maintained that wages and prices in a 
closed economy display a more or less Keynesian relation, and that therefore the 
nominal wage level is indeterminate. But we must not search for the absolute 
height of the money wage level (that would be too ambitious) but for the changes 
in it. To this extent every theory of the nominal wage level is in a certain sense 
inferior to the classical theory of the real wage level; the absolute value of this 
magnitude is fixed by the physical marginal productivity. 
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in a dynamic theory of the nominal wage level. This variable can 
be explicitly included, but it is simpler to take the price level as 
determinant?®. The elasticity of wage-shifting is implicit in this de- 
terminant. 

The third strategic factor is productivity. Whereas in the case of 
unemployment and the consumer price level there is a clearly ap- 
parent connection with the wage rate, the nature of the influence 
now under consideration is not obvious. Worse still, misunderstand- 
ings can easily arise about it, which are partly to be regarded as the 
aftermath of the theory of J. B. Clark. One of these misunderstandings 
is that it would be only “fair” for an increased labour productivity 
to be reflected in the wages. But labour productivity is clearly not 
only dependent on the worker’s performance; it is of course also a 
function of the amount of capital and of the internal organization 
of the firm concerned. The “fairness”? has already become less 
obvious as a result of this. And this concept contains considerably 
more elements—special wants of special groups, the complicated 
problems of equity in general and of income equalization in particu- 
lar, the place of the forgotten groups, etc.—than productivity alone. 
Moreover, in that case the “fairness”’ posited above is at most related 
to the real wage level, not to money wages. A rise in productivity 
can also benefit the workers via a cut in prices, and then the money 
wage need not increase, even in the simple theory. 

Another theory, often encountered among employers, locates the 
connection between productivity and (permissible) wage increase 
at the costs. This is a more rational approach; if money wages do not 
rise more quickly than labour productivity, there is no increase in 
wage costs and in that case wages do not have a (price-)inflationary 
effect. This reasoning can set a normative ceiling to the wage move- 
ment, but it does not give a direct answer to the question of why 
wages ought in fact to rise with productivity: it is difficult to main- 
tain that the costs of labour ought never to fall. In fact we have to 


25. In Tinbergen’s model for the u.s.A. (1939) the price level has been taken 
as wage determinant, together with a volumetric index of production. L.R. KLE1n 
and A.S.GoLDBERGER (An Econometric Model of the United States, 1929-1952, Amster- 
dam 1955) took the movement of prices in the preceding year as explanatory 
variable in the wage equation, alongside unemployment. This seems to me an 
improvement over the model used by Klein in 1950. 
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do here with an argument which is used in the wage struggle for 
the purpose of retarding a process of wage increase which is con- 
sidered difficult to check. This argumentation may definitely exert an 
influence on actual wage policy, and therefore I think that inclusion of 
productivity among the strategic factors is defensible. But there isstill 
another reason, which is connected with the place of productivity in 
the distribution of income. This will be discussed in the next section. 


The Effect of the Distribution of Income on the Wage Level 


The relation indicated in the heading of this section in actual fact 
does not yet occur in formal wage theory. The opposite relation—the 
effect of wages on distribution—naturally finds its place in the dis- 
tribution theory. This is too often regarded as a one-way street. The 
reversal of the traditional influence follows logically from the ne- 
cessity posited above that the wage theory should make allowance 
for the ideas of the managers. For they make certain demands of 
the distribution of income, and they try to achieve their aims by, 
among others, the instrument of wage policy. If it is desired to say 
something sensible about this influencing of the wage level, it will 
be necessary to know something about the ends in view and the idea 
which the managers have of the effectivity of the wage as an instru- 
ment for achieving these ends. In the following a few remarks will 
be made about two such ends, viz., that in the field of categorial 
distribution?® and that regarding the distribution of the income from 
labour among the various workers. These remarks are meant as an 
illustration; they are inspired by the present Western European 
situation in the field of wages, which is coloured by overspending. 
In other circumstances, for instance those of a depression, the ex- 
amples would be different. The present situation is more relevant 
than that of a depression to the extent that in the opinion of many 
it easily follows from the policy of full employment, which is uni- 
versally endorsed. 


26. In his essay ‘‘Wage Theory and Social Groups”’ J. MARCHAL argues that 
the wage theory hardly has any justification, but must be regarded as part of the 
distribution theory. This corresponds to the train of thought followed here. But 
Marchal does not say what this more universal theory ought to look like. Some 
will find his contribution rather vague. 
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Categorial distribution is the ratio between wages, profits and 
other incomes, as percentages of the total national income. If I see 
aright, an ideology is in the process of developing in both Western 
Europe and the United States which regards this ratio as an objec- 
tive?’. In this ideology the absolute size of the three shares is less 
of an issue than their development in time. In the view of most 
unions the share of labour should at least be constant, and preferably 
should gradually increase. 

To understand what is happening here a usable theory of cate- 
gorial distribution is required. This can be formulated in such a way 
that the profit level is also included in a wage equation alongside 
employment. This is the method indicated by Dunlop in his introduc- 
tion to the Seelisberg papers?*, and which is being tested in the 
Netherlands at the Central Planning Bureau. 

Nevertheless, statistically speaking this is not the simplest way. 
It should be remembered that the price level, and come to that 
productivity, too, is connected with the categorial distribution. These 
magnitudes can be brought together in an obvious argument. I be- 
lieve that I have found the starting point for this, not in Kalecki’s 
well-known formula (the price level of the raw materials and the 
degree of monopoly determine the share of labour) **,nor in A. Mitra’s 
over-complicated and non-operational equations*®, but in the simple 
tautological statement that share of labour = real wage rate divided 
by (labour) productivity®!. Solving the wage rate from this we find 


27. In the Netherlands in particular this ratio has been more or less officially 
promoted to the rank of norm. It plays a major part in overall decisions on wage 
policy (“‘wage rounds’’). 

28. ‘“The Task of Contemporary Wage Theory.” 

29. The degree of monopoly is namely about identical with the relative 
profit margin. This magnitude is too much of a dependent variable in the macro- 
economic interplay for us to be able to use it in this connection as an independent 
variable. 

30. The Share of Wages in National Income, 1955. 

31. 


rs wage sum wage rate x employment real wage rate 
or: — —. = — = — 


"national income prices x production _ productivity of labour 


Here we come close to the old equation of Thiinen. The simple relation given here 
can be used among other things for helping to explain the relative constancy of the 
share of labour in the economic cycle; this magnitude does not change when the 
real wage moves parallel to productivity, and the latter does in fact tend to be the 








ind 
see 
ern 
jec- 
less 


ost 
bly 


ite- 
vay 
ide 
uc- 


the 


ay. 
hat 
ese 
be- 
ki’s 
the 
-a’s 
ple 
led 
ind 


ally 
age 


tive 
-ro- 
lent 


our 
lere 
the 
the 
the 





WAGE DETERMINATION REVISITED 2! 


that when the share of labour is constant the wage is determined by 
the product of price level and productivity. If productivity increases 
and the price level remains constant, then the wage level must rise 
pari passu; the wage is constant to the extent that the increased 
productivity leads to a proportional drop in prices®*. We see here 
the rigidity of prices making its effect felt on the dynamics of the 
wage level. This effect can be included in a simple wage equation 
by arranging productivity among the explanatory variables. In that 
case the rigidity of prices, together with the efforts to achieve a 
constant share for labour, is a structural characteristic of the model. 
This is interpreted by the regresssion coefficient of productivity. This 
latter variable is therefore included, not so much for the reasons 
given in the preceding section, but because it is implicit in the norms 
for the categorial distribution. 

It therefore emerges that the problem of distribution, although 
a very complicated one, can for the greater part be dealt with in 
simple fashion. Of course more complex situations can occur in 
which, for instance, aiming at a growing share for labour evokes 
wage increases which cannot exclusively be explained by a rise in 
productivity combined with rigid prices. In that case it is true that 
the econometric approach fails, but the connection remains obvious 
for those who consider the norms of the categorial distribution. As 
the above tautological equation for the share of labour shows, not 
only increased productivity (with prices remaining constant) but 
also increased prices via the efforts to obtain a constant categorial 
distribution may compel a wage increase. A clear distinction must 
be made between this phenomenon and the efforts to achieve a 
constant real wage. In both cases wages and prices are correlated, 
but in the case of a constant real wage being aimed at the influence 
on wages is less accentuated. Aiming at a constant share for labour 
may lead to an expenditure inflation expressing itself in a cumulative 
case, as demonstrated by E.H.Puexps (“‘The Long-Term Movement of Real 
Wages’’). A remarkable point is that the relation between productivity and 
categorial distribution outlined here has not been noticed by Phelps; he handles 
the two groups of problems separately. 

32. This argument can only be roughly outlined here. A more refined analysis 
will have to make allowance for the fact that by ‘‘prices’’ the price aspect of the 


national income at factor costs is meant. Changes in price because of revised taxes 
or fluctuations in import prices must be eliminated. 
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price and wage inflation. Profits swell as a result of an expenditure 
inflation; the share of labour declines; if attempts are made to keep 
it at the same level by increasing wages, the wage increase may lead 
to a further rise in profits. In an inflationary situation it is very 
difficult to adjust the categorial distribution in favour of the workers. 
The aim may be the squeezing of profits, but this is likely to fail and 
the forgotten groups become the victims. But on the other hand it 
must be remembered that in this connection the wage increase is 
not the primary cause. The profits are the chief guilty party. Many 
contemporary complaints about wage increases which exceed the 
trend of productivity should therefore really be referred to the in- 
creases in profits which are the result of expenditure inflation and 
of not passing on the increases in productivity in the prices. Anyone 
wishing to understand the movement of wages in countries such as 
France, the United Kingdom and the Netherlands may not ignore 
this connection. By forgetting the categorial distribution the wage 
level is made more responsible for inflation than is really the case. 

Thus the wage-profit ratio may give rise to impulses which change 
the wage level. But this also holds good for the distribution of income 
among the individual workers. This distribution depends on the 
wage structure which is continually in motion. Equalizing and dis- 
equalizing tendencies are constantly struggling for the upper hand. 
This is not the place to discuss the force-field which governs this 
process, Yet it is remarkable that in an inflationary situation both 
the equalizing and disequalizing adaptations of the wage structure 
occur in an upward direction. Almost every correction in either 
direction means a partial wage increase**. Now reduced wage dif- 
ferentials have to be restored, then minima which have been found 
to be too low must be raised, and sometimes special jobs are better 


33. The Seelisberg papers include interesting contributions on this matter by 
C. Kerr (general observations), L.G. REYNoLDs (in particular with regard to the 
u.s.A.), G. REHN (especially concerning Sweden), G. Rottrer and H. A. TuRNER 
(United Kingdom), F. PErroux and F. Sevier (France). Mention may also be 
made of DuNLop’s suggestion (in “‘The Task of Contemporary Wage Theory’’) 
that the concepts of ‘‘ wage contour” and “‘job cluster’’ be used when analysing 
wage structure. 

34. An exception is formed by some applications of job evaluation, which in 
incidental cases do result in partial wage cuts which come into effect when the 
job in question is taken over by another worker. 
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paid, for special reasons. This means that a wage structure in which 
stresses predominate is under upward pressure. Stresses form upward 
forces. A theory of the wage level must include this point of view in 
its calculations. 

The way in which this can be done is, however, not an obvious 
one, at least as far as the quantitative theories are concerned. Of 
course detailed verbal reflections can deal amply with these struc- 
tural stresses. But a wage equation hardly knows what to do with 
them. This complication could perhaps be avoided by interpreting 
the stresses not as temporary forces but as a more permanent charac- 
teristic of a given economy, a characteristic which can therefore be 
expressed in one or more parameters of the wage equation. In the 
absence of a separate term in a wage equation this influence would 
thus have to be included in the regression coefficients of unemploy- 
ment, prices or productivity. 


Conclusion 


What determines the wage level? A series of answers might be given 
to this question which, whilst apparently contradictory, are in fact 
often complementary. Supply and demand; marginal productivity; 
the circulation of money; general interdependence; the unions; the 
bargaining process; power relations; employment; the cost of living; 
productivity; stresses in the distribution of income. Each of these 
words symbolizes a whole world ofideas. Although these theories need 
not exclude one another, they may still lay such different emphasis on 
what is considered important and what unimportant that concrete 
disagreements occur. Therefore a choice will have to be made. 

This choice is a question of mentality and effectiveness. Above 
I have made a plea for simplicity and for concreteness, if necessary 
at the cost of universal validity or theoretical completeness; this 
choice rejects the Lausanne school, the over-broad theories of the 
union, the over-general analyses of the bargaining process. These 
latter approaches have their justification, but in my opinion they 
are less suitable for giving an answer to the question of what really 
determines the wage level. 

Our simple answer is as follows: with a given status of the unions 
the factors which determine the wage are unemployment, prices and 
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productivity, and further the “‘stresses’’. But the simplicity of this 
answer must not be taken too far, in the first place because the three 
strategic magnitudes mentioned may each contain complications. 
This is particularly the case with unemployment; it has been found 
that it must be corrected for possible shortages of labour in specific 
sectors of the labour market, whilst at the same time allowance 
would then have to be made for forces acting in the wage structure. 
The price factor leads to complications to the extent that it is cor- 
related—although with a time-lag—with the wage factor itself. Pro- 
ductivity derives its importance for the greater part from the cate- 
gorial distribution; this may make its relation to the wage level less 
simple. Moreover it can always make its effect felt in the prices, and 
in that case need not lead to higher wages; in the main its influence 
takes effect in combination with that of price rigidity. 

If a more complete model is desired than that determined by 
these three magnitudes, and inclusion of the stresses is also desired, 
the resulting theory offers more opportunities for realism, but it may 
be quantitatively more difficult to handle. This is particularly so 
when it is considered that these stresses can only have a certain effect 
given the status, the position and the attitudes of the unions*°. 

Now the latter elements are taken as given by the simple opera- 
tional theories. Opinions may differ as to whether this is legitimate 
or not. Taking a determining factor as given is permitted only if it 
does not change at all, or at least only slowly. And can that rightly 
be said of the position and the attitude of the unions? Can it also 
be said of the attitudes of the employers and of the government, 
which also play a part in wage policy?*® 


35. In this connection, moreover, the direct intervention of the government 
or of central organizations of industry may be taken into account. In part this does 
not involve any new elements, but merely retards existing forces or reinforces 
others. In part new factors may occur; for instance, the unified wage policy in 
the Netherlands makes allowance for the state of the balance of payments. The 
Seelisberg papers do not bring this problem to the fore. It seems safe to assume that 
as yet we do not have available a lucid operational theory which expresses the 
share of direct government intervention in wage determination. 

36. In his contribution V. WAGNER has rightly pointed out that the attitude of 
the unions in a policy of full employment must be different from that where 
unemployment prevails. Insofar as charges in attitude come about quickly, simple 
theories do not hold good (‘‘ Wage Policy and Full Employment’’). 
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It seems to me that here lies the critical point at which the simple 
and the more complicated theories part company. And in any case 
it is here that the limitations of simplicity are to be found. For periods 
in which the economic, sociological and political structure of the 
wage determination process quickly changes a theory which works 
with a few concrete factors is inadequate. Wage movements in such 
a period can be explained only by a more detailed analysis. It seems 
to me that in such an analysis the institutional and bargaining 
theories can render useful services, because they can integrate socio- 
logical and political elements with an economic approach. But con- 
versely it seems wrong to apply such a detailed argument to wage 
situations which do not need it and which can be rendered trans- 
parent by simple operational theories. Here the theoretician is con- 
stantly faced with a choice. The future of the wage theory will be 
determined to a considerable extent by the wisdom with which 
economists make this choice. 


University of Groningen (Holland ) J. Pen 


(Translated from the Dutch original by T.S. Preston, Den Haag, Holland) 


SUMMARY 


The question: ‘‘ How is the level of money wages determined?”’’ is answered in 
various ways. There are theories which differ fundamentally in the conceptual 
apparatus they employ, and which describe the determining factors of the wage 
level in totally different ways. The cause of this cleavage lies in the undermining 
of classical theory by Keynsianism, in the rise of the institutional theory of trade 
unions, in econometrics, and in modern bargaining theories. This article gives a 
critical survey of these various methods of approach. This is done with particular 
reference to the collective volume brought out by J.T. Dunlop under the title 
The Theory of Wage Determination in connection with the Seelisberg conference of 
the International Economic Association. The papers contained in the volume give 
a good and interesting account of the present state of the theory in all its multiplicity. 

The present article defends simplicity in theories. Those which operate with 
variables that are not measurable or not even perceptible can at most do little to 
increase our insight into concrete situations. It is chiefly the adherents of the 
Lausanne school who represent non-operational theories. The analyses of trade 
union behaviour and of the bargaining process likewise include non-measurable 
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and non-apprehensible determinants. On the other hand, some methods of ap- 
proach, e.g. the simple maximization theory of the trade union and certain econo- 
metric analyses, are over-simplified. The author prefers the middle way. In his 
opinion, three variables play a strategic part, namely, degree of employment, 
prices, and productivity. He points out certain complications which arise in this 
connection. Besides the three variables, the strains in the distribution of income 
according to categories and in the wage structure should be taken into account. 
The first group of strains can be treated quite simply in a model: If wage policy 
aims at a constant share for income from work in the national income, the level 
of money wages is determined by the product of prices and labour productivity. 
This relation, which makes it possible to synthetise the influence of boom proiits, 
of price rigidity and of increase in productivity on wage policy, must be taken into 
account in interpreting the current rises in wages in the countries of Western 
Europe and in the United States. 

The conclusion to be drawn is that, for preference, simple wage theories such 
as those indicated here should be used. Only in cases where these fail to yield 
results would it be necessary to resort to argumentations of greater compass, with 
a more political, psychological and sociological orientation, such as the institu- 
tional theory of trade unions or the bargaining theories. But this course should 
not be adopted too early. 


ZUSAMMENFASSUNG 


Bemerkungen zur Theorie der Lohnbildung. Die Frage: «Wodurch wird das Niveau 
der Geldléhne bestimmt? » wird auf verschiedene Weise beantwortet. Es gibt Theo- 
rien, welche mit grundsatzlich verschiedenen Begriffsapparaten arbeiten und die 
determinierenden Faktoren des Lohnniveaus ganz verschieden beschreiben. 
Die Ursache dieses Auseinanderfallens liegt in der Untergrabung der klassischen 
Theorie durch den Keynesianismus, im Emporkommen der institutionellen 
Theorie der Gewerkschaften, in der Okonometrie und den modernen Unter- 
handlungstheorien (bargaining theories). Der Artikel gibt eine kritische Ubersicht 
iiber diese verschiedenartigen Methoden des Vorgehens (approach). Dies ge- 
schieht namentlich anhand des von J. T. Dunlop herausgegebenen Sammelbandes 
( The Theory of Wage Determination ) iiber die Seelisberg-Tagung der « International 
Economic Association». Die darin enthaltenen Referate geben eine gute und 
interessante Darstellung vom heutigen Stand der Theorie in ihrer Mannig- 
faltigkeit. : 

Der vorliegende Artikel verteidigt theoretische Einfachheit. Theorien, welche 
mit Variablen operieren, die nicht messbar oder nicht einmal wahrnehmbar sind, 
kénnen unsere Einsicht in konkrete Situationen meistens nur in beschranktem 


Masse erweitern. Es sind besonders die Anhanger der Lausanner Schule, die nicht- 
operationale Theorien vertreten. Auch die Analysen des Gewerkschaftsverhaltens 
und des Unterhandlungsprozesses umfassen nicht-messbare und nicht-fassbare 
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Determinanten. Andere Methoden des Vorgehens — die einfache Maximierungs- 
theorie der Gewerkschaft und einige 6konometrische Analysen — sind hingegen 
wieder zu stark vereinfacht. Der Autor bevorzugt einen Mittelweg. Seines Er- 
achtens spielen drei Variablen eine strategische Rolle, namlich der Beschafti- 
gungsgrad, die Preise und die Produktivitat. Er weist auf einige Komplikationen 
hin, welche hierbei vorkommen. In Erganzung dieser drei Variablen waren die 
Spannungen in der kategorialen Einkommensverteilung und in der Lohnstruktur 
zu beriicksichtigen. Die erste Gruppe von Spannungen kann auf einfache Weise 
in einem Modell verarbeitet werden: Wenn die Lohnpolitik nach einem konstan- 
ten Anteil der Arbeitseinkommen am Nationaleinkommen strebt, ist das Geld- 
lohnniveau durch das Produkt aus Preisen und Arbeitsproduktivitat bestimmt. 
Diese Beziehung, welche eine synthetische Darstellung des Einflusses der Kon- 
junkturgewinne, der Preisstarrheit und der Produktivitatssteigerung auf die 
Lohnpolitik erméglicht, muss bei der Auslegung der heutigen Lohnsteigerungen 
in westeuropaischen Landern und den Vereinigten Staaten beriicksichtigt werden. 
Die Schlussfolgerung ist, dass vorzugsweise einfache Lohntheorien, wie hier 
angegeben, Verwendung finden sollen. Nur in den Fallen, in welchen diese nicht 
zum Erfolg fiihren, wiirde man Zuflucht nehmen miissen zu weiter ausholenden 
Argumentationen, welche mehr politisch, psychologisch und soziologisch orien- 
tiert sind, wie die institutionellen Theorien der Gewerkschaften oder die Unter- 
handslungstheorien. Man entscheide sich aber nicht zu friih zu dieser Wahl. 


RESUME 


A propos de la théorie de la formation des salaires. La question de savoir ce qui détermine 
le niveau des salaires est susceptible de recevoir différentes réponses. I] existe des 
théories qui sont construites avec un ensemble de notions fondamentalement 
hétérogénes et qui décrivent de facon totalement différente les facteurs déter- 
minants du niveau des salaires. Les causes de cette disparité résident dans la 
destruction de la théorie classique par le keynesianisme, dans le succés des théories 
«institutionnelles» des syndicats, dans l’économétrie et dans les théories modernes 
des négociations (bargaining theories). L’article donne un apergu critique sur les 
diverses méthodes d’approche, notamment 4 Il’aide du recueil publié par J. T. 
Dunlop (The Theory of Wage Determination) concernant la session de Seelisberg 
de l’« International Economic Association». Les exposés qu’il contient offrent une 
bonne et intéressante présentation de |’état actuel de la théorie dans ses divers 
aspects. 

Le présent article défend la simplicité en matiére de théorie. Les théories 
opérant avec des variables qui ne sont pas mesurables ou méme pas perceptibles, 
ne peuvent le plus souvent accroitre nos connaissances de situations concrétes que 
dans une mesure restreinte. Ce sont en particulier les adeptes de l’Ecole de Lau- 
sanne qui défendent les théories «non opérationnelles». De méme, les analyses 
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de la politique des syndicats et du processus des négociations englobent des déter- 
minantes non mesurables et non perceptibles. Par contre, d’autres méthodes 
d’approche, la simple théorie des «pleins» des syndicats et quelques analyses 
économétriques, sont par trop simplistes. L’auteur préfére un moyen terme. A son 
avis, trois variables jouent un réle stratégique, 4 savoir le degré d’occupation, 
les prix et la productivité. I] indique quelques complications qui se présentent 
en occurrence. En complément de ces trois variables, il y aurait lieu de considérer 
les tensions dans la répartition des revenus par catégorie et dans la structure des 
salaires. Le premier groupe de tensions peut étre traité de fagon simple en un 
modéle: lorsque la politique des salaires tend 4 assurer une part constante du 
revenu du travail au revenu national, le niveau des salaires est déterminé par le 
produit résultant des prix et de la productivité du travail. Cette relation qui permet 
une représentation synthétique de |’influence des bénéfices conjoncturels, de la 
rigidité des prix et de l’accroissement de la productivité sur la politique des salaires 
doit étre prise en considération en interprétant les hausses de salaires actuelles dans 
les pays de l’Europe occidentale et aux Etats-Unis. 

En conclusion, il convient donc d’utiliser de préférence des théories simples des 
salaires. C’est seulement dans les cas ot elles ne conduiraient pas au succés que 
l’on devrait recourir 4 d’autres argumentations qui sont davantage orientées vers 
la politique, la psychologie et la sociologie, comme les théories «institutionnelles » 
des syndicats ou les bargaining theories. Mais on ne se déterminera pas trop vite a 
ce choix. 
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OIKONOMIA: AN INQUIRY INTO 
BEGINNINGS OF ECONOMIC 
THOUGHT AND LANGUAGE 


L’histoire d’un mot marque le cours des idées. 
FusTEL DE COULANGES 


Inquiries into the origins of words are not, as ancient and medieval 
writers appeared to think and as some people even to-day assume, 
shortcuts to definitions; nor can past usage always be allowed to 
govern present or future speech. Such studies may, however, shed 
some unexpected light on circumstances in which the need for a new 
word arose; on the “universe of discourse” to which it originally 
belonged; the forces that moulded and remoulded its meaning; and 
on the overtones and associations it is likely to evoke as long as 
languages remain alive, retaining an awareness, however dim and 
fitful, of the prima materia from which words are formed. As “history 
may begin anywhere except at the beginning’’!, our investigation 
starts from the vantage-ground of a rather late stage where infor- 
mation is fairly ample, in order to explore some paths leading into 
regions more remote and less well lit, but, it is felt, not quite impene- 
trable. 

A first draft of the paper was read at the biennial meeting of the 
Australian and New Zealand Association for the Advancement of 
Science (Section G) in Sydney 1951. It is, to my knowledge, the 
first intensive effort to unravel the early history of the basic concept 
of economics. The author hopes that classical philologists may find 
it not too amateurish, but will oblige him by pointing out to him 
such errors and omissions as he is likely to have committed in this 
venture. 


1. G.F. Knapp formulated this device in a paper read at the Innsbruck meet- 
ing of historians in 1896 (“‘Die Grundherrschaft in Nordwestdeutschland’’), inde- 
pendently of Jakob Burckhardt whose Weltgeschichtliche Betrachtungen, from which 
the precept quoted in the text is taken, were published in 1905 only. Reprinted 
in his Einfiihrung in einige Hauptgebiete der Nationalékonomie, Miinchen und Leipzig 
1925, p. 188. 
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Socratic Evidence 


It is not doubtful what the term ozkonomia signifies in those Greek 
writings of the fourth century B. c. where it appears to figure first. 
Both Plato and Xenophon have inherited the Socratic passion for 
inquiring into the meaning of common words, and in this case their 
definitions agree: the word denotes activities of management, or 
administration, applied to persons and goods belonging to an otkos, 
a term whose meaning varies from house to family household, 
dwelling place or region, home land, as well as to property in 
general*. Evidently it is related to the Latin vicus and its old English 
and German cognates surviving in many place-names. In early 
times it may well have designated the whole region over which 
a genos held sway. Much later it became the word for a ruling 
dynasty. 

In the classical epoch, however, the typical case seems to be the 
ordering of a household estate of an Athenian family, under the 
monarchal rule of a citizen, the master of the house. Thus Plato’s 
version of Socrates’ second speech addressed to his judges, lists 
oikonomia among the things “‘most men care for’’, side by side with 
chrematismos (money-getting, business), but also military offices, 
public speaking and the various offices and “‘plots and parties that 
come up in the state’. Almost half a century later, in Plato’s very 
late dialogue Politikos, the “younger Socrates’ asked by the “‘Stranger”’ 
whether the householder (oikonomos) and the master of a family 
(despotes ) are not clearly the same, replies without hesitation “Yes, 
of course”, and he raises no objection when the Stranger—with 
more wile than both Aristotle and modern commentators seem to 
have suspected—suggests that “‘so far as government (arche) is 
concerned, there is not any difference between the grandeur of a 
large house and the majesty of a small state’’*. 


2. A Greek-English Lexicon by H.G. LippE.tt and Rosert Scort, new edition 
by Sir Henry Stuart Jones and R. McKenzie, x, 1940. Following lexigraphical 
usage, references to verbs are given in the first person singular of the present 
indicative. 

3. Apologia, 36 G. Where not otherwise stated translations from Greek writers 
have been taken from the Loeb Classical Library editions. 

4. Politikos, 259 B. 
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Even Aristotle, though strongly dissenting on this point, regards 
the function of the ozkonomos as a kind of rule, government®. So does 
Xenophon. His dialogue Ozkonomikos dwells with the greatest 
emphasis on how to co-ordinate the activities and attitudes of the 
various members and attendants of a house. Nothing is here more 
important than leadership, initiative, government (arche) of the 
master: his main business is to choose, to educate, to supervise and to 
inspire his wife, his servants and his hirelings. 

The master, however, may, as the Xenophontic Socrates observes, 
entrust another man with the business of managing his estate. This 
seems to introduce another way of being an oikonomos but one 
thoroughly familiar to an Athenian of that epoch, for Kritobolos 
instantly agrees ‘Yes, of course; and he would get a good salary if, 
after taking on an estate, he continued to pay all outgoings, and to 
increase the estate (ousia), by showing a balance (pertousia)’’®. 
Evidently, this delegated function has a narrower scope than that of 
the householder-master (despotes). It is related to payments and 
receipts and seems akin to moneymaking, for success is measured by 
the attainment of a “surplus” (pertousia). This does not necessarily 
imply a capitalistic style of economic organisation, but it shows how 
fluid the boundary between farming for sustenance and for profit had 
become and it sheds some light on the Socratic and Platonic pro- 
pensity to speak of chrematistics and economy as if they were 
neighbours rather than opposites—in contrast to Aristotle for whom 
the two modes of economic life are divided by a chasm. 

The tendency to distinguish the status of the master of the house 
and the office of an estate steward does not begin with Xenophon. 
It is implicit in the question addressed by the Platonic Socrates to a 
boy whether his father would entrust him with the management of 
his estate if he knew to do better than himself’. It is also worth noting 
that even in the Poltikos passage referred to, Plato had taken pains to 
restrict the paradoxical thesis of the identity of the householder and 
the statesman to one well-defined aspect: it holds only as far as the 
former is regarded from the point of view of ruling, not that of the 
material content of his decisions. In this political sphere Plato intro- 

5- Politics, I.c. 12, 1259a sqq. 

6. Oec., 1, 4. 
7. Lysis, 209 D. 
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duces the same differentiation between the man in authority and the 
holder of a special function which the Xenophontic Socrates had 
noticed in the household: the “royal science’ of governing may be 
known not only to a ruler but also to somebody “‘wise enough to 
advise him’’$, 

Both the art of the ruler and of the otkonomikos in the narrower 
sense can be exercised with better or worse results and there are 
rules and standards for their guidance, derived from, or justified by, 
reasoning. Oikonomia thus appears under two aspects: as the de- 
scription of a pattern of action, and as the norm by which those 
actions have to be judged. Such a duality of meaning appears to be 
characteristically Greek: reality is conceived as a well-ordered whole 
which finds in its idea the criterion of its own goodness. 


Absences and Alternatives 


We cannot expect to find strictly analogous conceptions of eco- 
nomic life in other civilisations. But it is a surprise of some magni- 
tude to find that no other language than Greek seems to have 
coined any general term even vaguely signifying man’s endeavour 
to make resources and requirements balance; to better his or his 
fellow-men’s condition; to allocate and to foresee, to produce and 
to exchange, to higgle, to exploit and to blueprint for the sake of 
greater wealth or welfare, or rather certain pre-conditions of it. 
According to dictionaries and to information received from linguists, 
neither old English nor old German, Arabic, Hebrew, Chinese, 
Japanese or the Slavonian languages appear to have a word for 
economy in its broadest meaning; only for “using sparingly” and for 
the special case of rural households there are terms; I do not know 
whether the same is true of Sanscrit and ancient Persian. All modern 
languages have either borrowed the Greek word or have stamped 
upon more or less suitable words of their own a new meaning after 
learning it from the Greek term—thousands of years after their 
reaching the stage of settled life which seems to spell economy. 

Even in Greece, the early home of audacious generalization and 
felicitous abstraction, a universal term for what is common to all 


8. Politikos, 2594. 
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forms of “economic” structures and activities appears to have been a 
late growth. The words ozkonomia and oikonomos, are absent in 
Hesiod’s Works and Days although the poem (written probably in the 
eighth or early seventh century B.c.) seems built around the central 
problem of economic thought: the fundamental fact of human 
need®, and follows the implications of that primordial fact into all 
its ramifications in the life of a Greek peasant. The problem, Hesiod 
teaches his litigation-loving brother, is to be solved not by means 
nowadays labelled political: by force and fraud, bribery and wilful 
appropriation, but by incessant work in fair competition, by moder- 
ation, honesty and knowledge how and when to do the things 
required in the course of seasons ; how to adjust wants to the resources 
available; and above all, how to shape attitudes and actions of all 
men (and the more difficult problem: women) in order that a viable, 
enduring pattern of peaceful social life may be established which 
assigns to every part its place in a well-ordered whole. 

But though the central theme enunciated in the beginning of the 
poem, is not followed through consistently in every sector, the idea of 
an economy is there, as it were, in a diffuse state—without using the 
word “economy” or “‘economize”’ or even “‘householding”’ once in 
its eight hundred odd verses. Paradoxically enough the poet whose 
material is the word, can do without a term that would be indis- 
pensable to a thinker; the poet is able to evoke an image that virtu- 
ally contains an idea—just as Shakespeare’s tragedies seem to 
“contain” certain philosophical insights, even (and perhaps with 
greatest force and fulness) when they do not make their idea explicit 
in conceptual terms. It is different with arguments and disquisitions 
in good prose. 

Yet neither Herodotus nor Thukydides, who has much to say on 
economic conditions of earlier times, nor that unknown author of the 
first Essay on Government who is traditionally called ‘‘the old oligarch’’, 
ever use the terms ““economy”’ or “‘economic”’ or “economist”. What 
is still more strange: even Protagoras did not know, or studiously 
avoided, these terms, if we may judge from Plato’s dialogue that 
bears his name and which appears to render the character and 
teaching of this greatest of the Sophists with fair accuracy. The 


g. Vv. 42 sqq. 
3 
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knowledge which Protagoras claims to teach the youth—contrary to 
the practice of all his rivals, as he avers—‘‘consists of good judgment 
(euboulia ) in his own affairs (peri ton oiketon ), which shall enable him 
to order his own house’”’ (ten heauton otkian diotkein), as well as teach 
him how to gain influence in the affairs of the polis, in speech and 
action!®, A similar formula occurs in Aristophanes’s Frogs (first 
produced in 405 B.c.) where Euripides, in his great agon with 
Aeschylos boasts, in a Sophist’s manner, of having helped the 
Athenians “‘to manage all their household better than before’’ (tas 
otkias oikein, v. 975f), by teaching them to ask the “why” and “how” 
and ‘“‘what”’ of even the smallest things. Both phrases are formed by 
reduplication and may, to a modern reader, sound somewhat 
clumsy. Did the Sophists and their public enjoy the pattern of sound 
as a rhetoric ornament? 

Oikeo is obviously the earlier coinage, the original meaning being: 
to inhabit, to dwell, to have one’s abode in a place, to settle in, also to 
colonize. Spatial relation is thus stressed, but not as strong as in 
chora which at the outset denotes free space, range, place, position, 
region, land but also acquires the meaning real estate, field, father- 
land, while ozkeo extends its meaning to managing, directing, 
administering, governing and thus becomes almost synonymous 
with its derivative diotkeio, a more specific term for such activities 
both, as in Plato’s Menon, in the polis and the household; and, proba- 
bly at a later stage: for “to provide for’’?!. 

Originally the two terms are similar in meaning to the two old 
English and German words for the master of a rural household and 
his every-day work—husbanding and wirtschaften, which seemed 
destined to develop in the same direction. But the English husband 
narrowed its meaning in the course of time until it came to signify 
only well-ordered marital relations; the German Wirtschaft, amus- 
ingly enough, moved in the opposite direction (before it was made to 
bear the meaning of ozkonomia), designating an inn, tavern, even 
disorderly behaviour (via lavish hospitality incumbent upon an 
exemplary host)!*; whereas the history of the Greek term has been 


10. PROoTAGORAS, 318. 

11. DEMOSTHENES, 27, 66. 

12. The Oxford English Dictionary, s.v. 1933 edition; Matutias Lexer, Mittel- 
hochdeutsches Worterbuch, s.v. 1878. 
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governed by two very different propensities: preoccupation with the 
political aspects of human intercourse, evident not only in Aristotle’s 
treatment of the household but also in Xenophon’s Ozkonomikos; and 
the impassioned searching for what is universal in things at first sight 
widely differing from each other. Perhaps the working of these 
tendencies was suggested, or strengthened, by connotations, possibly 
of great antiquity, of the very term ozkos that pointed to a wider 
sphere than that of the family-household. In classical times dioikeo 
means first of all “‘to administer the polis’ !%, and Plato’s Phaedrus!4 
extends the term to cosmic governance. 

These tendencies go far to explain why a new term supplanted 
dioikeo and the noun dioikesis when the affairs of the household were 
to be discussed in greater detail. Perhaps a more concrete term was 
preferred also because it designated a specific type of institution, not 
a formalized function. The Greeks, though lovers of universals were 
less addicted than modern man to the game of carrying abstraction 
to its technical limits. They seem reluctant to move away from the 
gardens of concrete experience by more than one step, so that a 
general term may be filled with intuitive content, as it were, “‘at one 
move’’. They are not interested in hierarchies of more and more 
immaterialized relationships but love to dwell on typical, meaningful 
forms embodied in a significant particular. How slow the process of 
abstraction was working, is shown by the fact that even Aristotle’s 
Politics appear to hesitate on the very verge of applying the term 
economy to a state household, and Xenophon calls his treatise on 
Athenian public finance and economic policy (a policy of economic 
development...) simply Ways and Means (poroz ). Only in Hellenistic 
times the author, or editor, of the Pseudo-Aristotelian Oeconomica 
treats public and private economies under one heading, or rather he 
adds to an essay on the economy of a household in the style of 
Xenophon a brief typology of public economies followed by a collec- 
tion of anecdotic specimens of public finance in abnormal situations. 
No attempt is made to link the reasoning of the two parts. The 
general term figuring in the title seems to have crept in almost 
surreptitiously. 


13. THUKYDIDES, 8, 21; PLATO, Meno, 91a; Pseudo-Aristotle’s Oeconomica, 305. 
14. 246 C. 
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Even in its narrowest sense it seems to have been unfamiliar during 
the greater part of the fifth century. It first appears in a most un- 
expected context: Plato’s Apologia of Socrates. What are its ante- 
cedents? 


Verbal Roots and Social Matrices 


For two centuries the derivation of the word ‘‘economy” accepted by 
those economists who cared to write about such trifling matters, has 
followed one of those layman’s etymologies which appear as 
attractive as they are untenable. As in many other cases of greater 
import, it was Rousseau who pointed in the wrong direction. In his 
article “De l’économie politique” which appeared in 1755 in the 
fifth volume of the Grande Encyclopédie and which otherwise has left 
almost no traces in the history of economic thought, he wrote: ‘“The 
word economy comes from ozkos, house, and from nomos, law and 
denotes ordinarily nothing but the wise and legitimate government 
of the house for the common benefit of the whole family. The 
meaning of the term has later been extended to the government of 
the great family which is the state.” 

The interpretation of the second component of the word as 
meaning “‘law’’, following the Roman usage which translates nomos 
by lex, seemed so obvious that even a scholar so eager to hunt up the 
minutest errors in other writers’ books as Edwin Cannan made the 
hypothesis his own, apparently without casting one look into modern 
lexica. He added a parallel etymology which upon inspection is 
found to be not less erroneous. “In the words which begin with the 
syllable econom, the eco, formerly spelt with a diphthong, oeco, is the 
Greek for house (otkos), and the nom is the Greek for law (nomos ) 
in the sense in which it is used in astronomy where we treat of the law 
and order followed by the stars, rather than in the sense in which it 
is used in Deuteronomy, which is the second set of ordinances laid down 
for the Hebrew people.” }® 

Obviously, Cannan found it pleasing to see the modern conception 
of economics as a science modelled upon the pattern of nomothetic 
physics, already prefigured in the very roots of its keyword. Unfortu- 
nately for this hypothesis, astronomy meant in Greece originally not 


15. Epwin CANNAN, A Review of Economic Theory, London 1930, p. 17. 
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a study of the laws of motion of stars, but the way in which they are 
“distributed” in the form of constellations, like Orion and the 
Plejades, as the extant fragments of Hesiod’s poem Astronomia go far 
to show. This lore of stars is at the outset not a body of propositions 
enabling us to forecast the future course of heavenly bodies but a 
catalogue assigning to each star the pattern to which it belongs: a 
spatial, not a temporal type of ordering. Even when astronomy 
became a study of the paths of stars, as in Plato’s Republic, the term 
nomos was not applied to its findings. The word remains restricted to 
just that type of “ordinances” whose Hebrew version appears in 
Deuteronomy. 

It is only at a late date, near the end of the classical epoch, that 
nomos came to designate other rules than those hallowed by imme- 
morial usage or considered as the work of divine or semi-divine 
lawgivers: the archaic nomos is not made and unmade at the behest 
of popular assemblies or changing magistrates. It was in ancient 
Greece never a close analogue of the Roman /ex, the prototype of 
both natural and positive law of modern times?*, There is an illumi- 
nating difference between the roots out of which the two words were 
formed. Lex comes from legere, linguistically akin to the Greek Jogos, 
and points to a root signifiying “to collect’’, “to put together’’, an 
act of synthesis, of which Speech is the instance par excellence. The 
root of nomos, ethymologists hold, is nem which also appears in the 
Old High German word neman (to take) and the Avesta word nemah 
(loan) and seems to have meant originally “‘to bend” (towards 
oneself or towards somebody else). 

These origins become most clearly visible in the meaning of the 
verb nemo which very frequently appears in Homer: to deal out, to 
dispense, and in theword nemesis : distribution and nemesis: retribution, 
i.e. the distribution of what is due. A second meaning of nemo refers to 
the life of herdsmen: to pasture, to graze the flocks, to drive them to 
pasture, feeding them, and it is from this sphere that the word seems 
to have acquired the connotation: “to spread on’”’ (also used of 
ulcers and gangrene) and, on the other hand: “to reap the fruit of” 
and ‘‘to dwell in a habitat’’. Like many ancient words nemo has thus 
two opposite meanings and may be called amphibolic (or rather 


16. Max PoHLENz, art. ‘‘Nomos’’ in Philologus, Vol. xvu, 1948. 
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amphitypical, from amphitypos which means in epic language two- 
edged), one meaning pointing to limitations imposed by acts of 
appropriation and apportioning, the other to expansion—a polarity 
in which, with some stretch of imagination, a modern economist 
may divine a dim anticipation of the dual aspects of an economy: 
restricted by scarcity, striving for greater bounty. 

In most connotations, here too, a spatial aspect seems to prevail in 
nemo (as we found in ozkeo). This becomes visible in the concern of 
Hesiod’s Astronomia with the spatial ordering of stars in constellations 
as well as in the fact that when Xenophon’s Ozkonomikos begins to 
teach his young wife how to manage the household, he first of all 
makes it her duty to see that things are put where they belong (a 
lesson apparently not given by Athenian mothers to their marriage- 
able daughters...) ; and the same pre-occupation seems to have been 
characteristic (and surprising to an Athenian) of the Sophists, as 
parodied in Aristophanes’s Frogs. 

It is not difficult to see the origins of such a concern with spatial 
ordering by demarcating, allotting, apportioning, in the nature of 
nomadic and semi-nomadic societies and even of later pastoral life 
in which most conflicts of some magnitude arise from disputes over 
grazing grounds (and wells). In the life of a peasant quarrels about 
boundaries are also chronic, but are here amenable to legal treat- 
ment. In the fluid conditions of pastoral societies it is different. We 
have in the Bible a classical account of their conflicts and the way in 
which they have to be solved in the absence of well-constituted 
authorities?’. 

The pastoral associations of nomos and its cognates become evident 
in the Greek nomeus, herdman; in nomeuo, to put to graze; and només, 
pasturage, dwelling place. In Homer only this form of the word 
(accentuated on the last syllable) occurs, and it is likely that in Ionia 
only this form was used. But on the continent we find already in 
Hesiod’s Works and Days, némos (with the accent shifted to the first 
syllable) as a term for a way of life characteristic of a class of beings, 
following its own norm: fishes and beasts and fowls devour one 
another for there is no right (dike) in them, but to men Cronos has 
ordained this nomos to cease thinking of violence (bia), giving them 


17. Genesis, Cc. 13, vv. 5 sqq. (referring to Abraham and Lot). 
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“Right which proves far the best’’!8. Dike, which itself is sometimes 
used in a descriptive, sometimes and more and more frequently a 
normative sense, is here not identical with nomos: it is the nomos of 
men to follow Dike. 

According to a philologist the transition from the original to the 
derived meaning of nomos is to be explained by the association of the 
allotted place of pasturing and dwelling with what is customary in it, 
the manner in which things are “done”’ there, the way things happen 
in the group thus settled!®. There seems to be a parallel to this 
process in German where gewohnt, like the English wont, is closely 
related to wohnen, to dwell. If it should be permissible to connect the 
English “‘meet“, i.e. what is fitting, appropriate, with “to mete out” 
(from old English mete), a word for allotting (e.g. punishments and 
rewards), this would be another instance for the association of 
“apportioning’’, dealing out, with what is customary right. 

To an economist who defines with Lionel Robbins the object and 
criterion of economic action as the “allocation of scarce resources’’ it 
may thus be tempting to find this concept foreshadowed in ety- 
mological origins. As a matter of fact, we find the verbal term 
otkonomeo in Plato’s Phaidros®® carrying a meaning which may be 
rendered by “doling out’’, “‘dispensing’’, though in a distinctly 
derogatory sense, for it is applied to the all-too-human and parsi- 
monious (pheidola) kind of conduct by which the non-loving, studi- 
ously calculating suitor will beget in the sould of the beloved that 
“narrowness (aneleutheria, servility, as opposed to the freedom of the 
noble-minded) which common folk praise as virtue’’. Thus the homo 
oeconomicus seems to arise pari passu with utilitarian calculus and 
conduct. 

The herdsman, nomeus, however, to whose name ozkonomeo seems 
closely related, not less the -nomos in oikonomos, is never regarded 
as a Close-fisted calculator or model of petty thriftiness but every- 
where admired for his large-hearted hospitality, even in dire cir- 
cumstances. It is time to remember that, at least in Homer, the verb 
nemo is mostly used of generous hosts dispensing meat and drink, 
not in order to allocate scarce resources according to marginal 


18. Vv. 274-279. 
19. POHLENZ, loc. cit. 
20. 256 E. 
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utilities, but in order to do honour to guests and justice to their own 
great-mindedness. It is thus in this respect surprisingly near to ancient 
and lasting connotations of the German Wirtschaft. 

Is it not rather the multer economica in whom we have to recognize 
the ancestress of those peculiar frames of mind which modern 
economists have been rashly disposed to regard as birthright of 
Economic Man in general or as the offspring of the spirit of capi- 
talism? Commerce and trade have been in ancient Greece too 
deeply interwined with warfare, piratry developed into a fine art, 
and with the exploitation of intra-social inequalities of power and 
wealth, to be suspect of fostering a spirit of thriftiness, making ends 
meet nicely and laying by for rainy days. Such propensities are much 
more likely to arise in the interior of the house and as an object of 
womanly worries. From the stone-age onwards, man’s proper 
attitude towards wealth has been a tendency to spend generously 
what one has; to consume what is available now and here; and to 
trust to luck (and one’s strong arm) for the rest. Women, on the 
other hand, by inborn feelings driven to provide food for hungry 
mouths of children, were bound early to learn not to rely too confi- 
dently on what their male partners may, or may not, bring home 
from their silvan hunting excursions. They must thus have developed 
a much stronger propensity to think in terms of scarce means; of 
distribution according to needs; and of provision for an uncertain 
future by economizing and by thriftiness. It is significant that even in 
the fourth century B.c. Xenophon, keeping an elegant and uncertain 
balance between the aristocratic tradition of insouciance and nascent 
utilitarianism, allows his Isomachus, a model gentleman (kaloka- 
gathos ) to leave the spending department of his oikonomia entirely to 
his wife after having educated her in true principles. He has re- 
markably little to say on the virtues of thriftiness. What is required of 
the lordly master of the house are the male, army-born virtues of 
strict order, unceasing vigilance, and inspiring leadership. It is only 
in the shifts and tricks of Aristophanes’s small middle class men of the 
Peloponnesian war-time and, after disaster had overcome Greece, in 
Theophrast’s Characters that male thriftiness finds literary expres- 
sion—as an object of humour and satire, very far from the classical 
spirit of economy that speaks to us out of Pericles’s summing up of the 
Athenian style of life in his great Funeral Oration of which it is here 
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pertinent to quote the noble German version we owe to Georg Peter 
Landmann: ‘‘Wir lieben das Schone und bleiben schlicht, wir lieben 
den Geist und werden nicht schlaff. Reichtum dient bei uns dem 
Augenblick der Tat, nicht der Grossprecherei, und seine Armut ein- 
gestehn ist nie verachtlich, verachtlicher, sie nicht tatig zu tiber- 
winden.” The usual English rendering of the expression here given 
by “‘schlicht’’ (met’ euteleias) ‘‘without expense’’ fastens attention 
upon one of its connotations hardly appropriate to the Periclean 
conception of economy: the economy of great art, not of the econo- 
mizer anxiously skating on systems of indifference curves and shunn- 
ing expense like the proverbial Scotsman. 

The Anonymus Jamblichi, a fifth century writer parts of whose tract 
Friedrich Blass discovered in the 20th chapter of the Neoplatonist 
Jamblichos?', attributes the craving for money to two motives: fear 
of common vicissitues, like sickness, old age, sudden losses from fire or 
death of slaves or cattle; and the desire to outdo others, ambition, 
emulation and the desire to acquire positions of power. Neither the 
wish to increase material enjoyments nor the satisfaction of accumu- 
lating riches as such, are mentioned. The absence of specifically 
bourgeois-capitalist motivation is the more remarkable as this un- 
known author was the first, and for many centuries the only, writer 
to stress the advantages of a lively circulation of money and the 
benefits of “‘credit’’. 

Thriftiness, in the most common sense of careful husbanding of 
resources and of making efforts to overcome their limitations, is 
certainly a component of all behaviour that can be called economic. 
It is probably in this sense that the Xenophontic Socrates, when he 
warns a disgruntled officer not to look down upon business-men, 
uses not the term chrematistikos but speaks of oikonomikoi andres?*. But 
he also does not call them otkonomoi, a term which even in the first 
half of the fourth century must have been still firmly attached to the 
household. The term ozkonomos occurs first in literature in a poem of 
Phocylides (ca. 540 B.c.) (see note 25). Etymologically this noun 
appears to be the term from which the adjective otkonomikos and the 


21. Kieler Universitatsprogramm 1889. A German translation is found in WILHELM 
CapE._e, Die Vorsokratiker, Leipzig 1935. 
22. Mem., m, Iv, 12. 
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verb oikonomeo were derived. After having discussed the semantics of 
its components we may now venture to interpret this seminal forma- 
tion which seems historically as well as logically anterior to the 
abstract conception of an otkonomia. 


Descent and Differentiation of the oikonomos 


No writer seems to have observed that the word ozkonomos is evidently 
built after the same pattern as some archaic terms denoting Greek 
office-bearers such as the agoranomoi and agronomoi of Plato’s Laws, 
terms which nobody would hesitate to translate with market- 
stewards, countryside-stewards, or rather wardens just as melissonomot, 
the title of certain priestesses of Artemis, means wardens of the sacred 
bees to the goddess”. Still more significant is the parallel to astynomoi, 
to which the late Professor Karl Reinhardt has drawn my atten- 
tion: magistrates responsible for the cleanliness and freedom from 
obstruction of the streets, for the harbour and public buildings of 
Athens, similar in authority to the praetor urbanus of Rome, no mean 
office. In one instance, at a rather late date, 326 B.c., the astynomoi 
are magistrates enforcing the sumptuary laws, probably a duty 
pointing to an earlier time where their office entailed a control of a 
much broader range of city life than in the classical age. It is inter- 
esting to note that asty, city, is historically akin to oikos; it too 
signifies first a dwelling place, being derived from the same root as 
wohnen and wesen. The astynomos is thus the public counterpart of the 
private oikonomos and shows to what heights the meaning of com- 
pounds of this kind could rise. In Aeschylus’s Agememnon the verb 
astynemeo is used for gods protecting the city of which they are the 
wardens. 

In all these cases the component -nomos is obviously a phonetically 
shortened form of nomeus, the herdsman, and their offices are those 
suggested by its root nem and by the pastoral life from which it 
sprang. Their duty is to care for their flock, to apportion, to 
allocate and to provide for. It is worth noting that in German 
the same connexions have retained their vitality: Aiiten und Hut 
mean here both grazing, pasture and exercising care for, and 
guardianship. 


23. ARISTOPHANES, Frogs, 1, 87. 
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After the transition to settled life and the emergence of the house 
ruled by the master of an individual family (Kleinfamilie), the 
function of the otkonomos is de jure exercised by the male head of the 
family (despotes ). But even in rigidly patriarchal societies the function 
of the house-warden is commonly delegated to his wife which in 
Sparta continued to be called despoina and is still spoken of in Japan 
as the Mistress of the Interior—yust as in ancient Egypt. 

Is it accidental that in the earliest references given by Liddell-Scott 
the term otkonomos is applied to women? In the speech written by 
Lysias for that unfortunate Eratosthenes who has to defend himself 
against the charge of having slain an adulterer, the defendant says 
of his wife: “‘In the early days she was the most excellent of wives; 
she was a clever, frugal (pheidolos ) housekeeper (oikonomos ) and kept 
everything in the nicest order (diotkeo ).”’*4 Perhaps the earliest extant 
passage is to be found in the Gnomai of Phocylides, a poet of the sixth 
century B.c., and here too the word is used of women?®. 

The mistress of the house may in her turn, in households of great 
substance, delegate her duties to a steward or stewardess. Thus the 
Sophoclean Electra complains that like a stranger (epozkos ) she has 
to order (otkonomeo ) the halls of her great murdered father®*. The posi- 
tion may be filled by a mere slave?’. Even if exercised by a free man, 
the function must have been regarded as quasi-servile. When the 
Xenophontic Socrates meets an old comrade, a returned soldier who 
finds himself without means so that he thinks of earning his livelihood 
by manual work, Socrates advises him rather to “‘go to somebody 


24. Lystas, 1, 7. 

25. Anthologia Lyrica, ed. by Ernest DiEwt, Vol. v, Fasc. 1, p. 58, Fr. 2.-, 
Gnomai, 2 (3), line Fr. 7.-. Professor M. Goldmann of the University of Melbourne 
has pointed out to me that a similar term appears in the Biblic Book of Kings. As 
Phocylides’s Third Elegy is the first literary document in which the term otkonomos 
appears, it seems fitting to quote in full the passage as translated by J. M. Edmonds 
(Elegy and Jambus, Loeb Classical Library, Vol.1) : ““Thus also spake Phocylides— 
The tribes of women come from these four, the bitch, the bee, the savage-looking 
sow, and the long-haired mare; the mare’s daughter sprightly, quick, gadabout, 
and very comely; the savage-looking sow’s neither bad, belike, nor good; the 
bitch’s tetchy and ill-mannered; and the bee’s a good housewife (oikonomos) who 
knows her work—and ’tis she, my friend, thou shouldst pray thou mayst get 
thee in delectable wedlock.”’ 

26. SopHOKLEs, Elektra, 1, 190. 

27. I. G. v (1) i, 40, 1235. 
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who is better off and wants an assistant, and get a return for your 
serving him as a bailiff, helping him to get in the crops and looking 
after his property’’**. But Eutherus replies: “‘ I shouldn’t like to make 
myself a slave, Socrates.”” This may be only a way of expressing, with 
soldierly disregard of subtler shades of meaning, the Greek aversion 
“to expose oneself to any man’s censure”’ (and incidentally showing 
that the Greeks did not despise, as is too commonly assumed, manual 
labour but rather loss of independence) but it also goes far to suggest 
that the office of an ozkonomos was in the eyes of an old-style Athenian 
tainted by its association with women and with slaves or hirelings. 
Perhaps it is for this reason that in the classic period we meet the 
term more seldom than we might expect—except in the writings of 
the Socratic school. Is the elevation of the ozkonomos to a plane where 
his thoughts and actions can be mentioned side by side with those 
of the statesman and army-leader perhaps a by-product of the 
Socratic revaluation of values? Was his ironical detachment from 
worldly pursuits and conventions, combined with his shrewd sense 
of everyday realities one of the pre-conditions for economic matters 
and agents to be treated on the same level as political activities? 
When Plato in his dialogue Politikos®® identifies the ozkonomos with 
the master of the house (despotes) and his “‘science” with that of a 
Kingly Ruler, we do well not to miss a note of defiance and daring 
echoing the Socratic paradox. Aristotle, as his polemic against the 
passage shows, was not prepared to hear these overtones, and his lack 
of sensitivity has become typical of later writing. 

After the death of Socrates which sealed the end of the Greek age of 
greatness and of tragedy, the intellectual and social climate begins 
to change: if there was ever a Greek approximation to the bourgeois 
style of life, the fourth century would mark its germination, and the 
rise of the o:konomos-manager is one of its symptoms. We hardly know 
enough of the economic transformations after the Peloponnesian War 
to speak with confidence about their causes. One of their main con- 
ditions must have been the growth of absentee-ownership following 
from the political and private attractions of the city, the devastation 
of the country-side and the enforced concentration of its population 
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within the walls during the war. The ancestral style of living on one’s 
estate, leaving it only when political and private business made it 
necessary to visit the town, had lost much of its binding power, 
apparently not only for the large land-owners; the example of 
Aristophanes’s unfortunate Strepsiades shows that it was quite 
enough to have married a woman of Eupatrid descent, who would 
be soon dissatisfied with the rustic homeliness of her husband’s farm- 
life®°. Moreover, the long war must have forced many owners to sell 
their impoverished land, thus favouring the formation of bigger 
estates and enlarging the scope of enterprise by men of managerial 
talent. The father of Xenophon’s Isomachus used to buy land in 
unsatisfactory condition and to re-sell it after rehabilitation (“and 
all this for the sheer love of land’’, Socrates ironically observes), a 
true entrepreneur. We are accustomed to think of otkonomia and 
chrematismos as polar opposites as defined by Aristotle. In Athenian 
usage, to judge from Plato’s and Xenophon’s writings, the terms tend 
to overlap, and it is likely that the ozkonomos of the fourth century B.c. 
was more often than not an instrument of the second. He certainly 
was not concerned with keeping wants within the charmed circle of 
the good life as designed by Aristotle’s Nature. It was not only that 
the scope afforded by circumstances to the activities of the oikonomos 
had been enlarged: he found himself in the possession of a new kind 
of knowledge, as evidenced by the contemporary growth of thought 
and writing on agricultural matters to which even a thinker of the 
rank of Democritus of Abdera contributed. They dealt with the 
technique of farming and appear to have been similar in style and 
content to the works of the Roman writers de re rustica. The time was 
gone when Xenophon’s model-gentleman Isomachus could poke 
faintly Socratic fun out of it, holding that in agriculture nothing is 
required but making intelligent use of one’s own eyes and common 
sense. But it must be noted that the key-word of the new science 
(techne ) was not otkonomia but georgia. It advised how to plough and 
plant, how to tend vines and keep bees, but the ordering of a house- 
hold as a whole was beyond the competence of the new specialist. 
It remained the domain of the master who continued also to be called 
oikonomos and it was this wider sphere of thought and action that 
came to be called otkonomia. 


30. ARISTOPHANES, Clouds, vv. 41 ff. 
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The Periclean Spirit 
and the Idea of an Integrated oikonomia 


How old is the term oikonomia? We noted that neither Protagoras 
nor any extant writer of the fifth century appears to use the word. 
By 399 B.c. it must have been widely known. Socrates never hesitates 
to challenge his judges when it is necessary, but he was far too 
sensible a Greek to increase his difficulties by introducing a new 
terminology when speaking to a crowd of Athenians. Yet not even 
the all-wise Hippias who in Plato’s Hippias Major boasts of having 
earned more money than any two other sophists together mentions 
oikonomia in his astonishing catalogue of “‘skills” (technaz) in Plato’s 
dialogue Hippias Minor, and Aristotle’s chapter on economic practice 
mentions only writers on tillage and arboriculture and clever men 
amassing fortunes by monopolizing markets*!: there is no hint of 
any Sophist writer on oikonomia as a whole. (Nor could the existence 
of such writings be inferred from Aristotle’s allusions, in a former 
chapter, of so-called “theories of money’’, either identifying money 
with “‘wealth” or treating it as a “‘trifle’—which upon inspection 
turn out to be nothing but vague commonplaces of men of all times 
in the street and in the agora.) We are thus forced to assume that 
oikonomia was a term in broad usage among laymen at the end of 
the fifth century but not much earlier. I do not hesitate to suggest 
that it originated (or, if it had existed as a word at an earlier date, 
was given a precise meaning and became current) in the environ- 
ment of Pericles himself, by virtue of his example and vision. 

In order to conceive of an otkonomia in the dual meaning of a 
specific structural unit of human activities and as a rational norm 
governing it, two things are necessary: the dissociation of a certain 
sphere of thought and action from the context of manifold relations 
and concerns typical of the household and estate of a family in which 
it was first grasped; and the will to submit that sphere to rational 
discipline, radically considered as a whole. Both elements are clearly 
perceived and intimately blended in the manner in which, according 
to Plutarch in his Life of Pericles, the statesman ordered his household 
on the basis of a new and daring idea of his own: ‘““Though otherwise 
he was not altogether idle or careless in looking after his personal 

31. Politics, Bk. 1, Chap. xt. 
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advantage (epi ten chremismon); his paternal estate, which of right 
belonged to him, he so ordered that it might neither through negli- 
gence be wasted or lessened, nor yet, being so full of business as he 
was, cost him any great trouble or time with taking care of it; and 
put it into such a way of management (ozkonomia) as he thought to 
be the most easy for himself, and the most exact. All his yearly products 
be sold together in a lump, and supplied his household needs after- 
wards by buying everything that he or his family wanted out of the 
market. Upon which account, his children, when they grew to age, 
were not well pleased with his management, and the women that 
lived with him were treated with little cost, and complained of his 
way of housekeeping, where everything was ordered and set down 
from day to day, and reduced to the greatest exactness; since there 
was not there, as is useful in a great family and a plentiful estate, 
anything to spare, or over and above; but all that went out or came 
in, all disbursements and all receipts, proceeded as it were by number 
and measure. His manager in all this was a single servant, Evangelus 
by name, a man either naturally gifted or instructed by Pericles so 
as to excel every one in this art of domestic economy (pros oikono- 
mian ).”’32 

If this account can be trusted (and there seems to be no reason 
to doubt this) we are here wittnessing the birth of the idea of a 
rational and systematic ordering of the whole of household-affairs, 
following broad principles and ruthlessly applying logic to the details 
formerly left to tradition, routine and chance. It is not fanciful to 
recognize, in this humble sphere too, that “‘loftiness of thought and 
perfectness of execution” which, as Plutarch well remembers, Plato, 
a severe critic of Periclean politics, had acknowledged as a fruit of 
the statesman’s studies in natural philosophy. It had been Pericles’s 
teacher Anaxagoras who conceived the world as generated, ordered 
and permeated everywhere by Mind, as distinct from Matter of 
which it is the master: the source of all movement, itself unmoved 
by anything outside itself, not subject to chance and constraint 
(ananke )—the cosmic image of the sovereignty of Mind (nous )**. 


32. Prurarcn, Life of Pericles, Chap. xvi, (Dryden’s translation), Modern 
Library edition, p. 196. 

33. After this paper had been written I found that Joser Lrec te, in his post- 
humously published book Der Zeus des Phidias (Berlin 1952, p. 234, 243), had 








48 KURT SINGER: OIKONOMIA: AN INQUIRY INTO BEGINNINGS 


Plutarch, it is true, who sometimes seems to be somewhat priggish, 
did not quite see the point. He even contrasts Pericles’s economic 
conduct with the wisdom of Anaxagoras who had been reported to 
have “‘by a kind of divine impulse and greatness of spirit, volun- 
tarily quitted his house and left his land to lie fallow and be grazed 
by sheep like a common” ; and he vindicates Pericles only by stressing 
the difference of the life of a contemplative philosopher and that of 
an active statesman who, tempering and applying his virtue to human 
uses ‘“‘may have occasion for affluence, not as a matter of necessity. 
but asa noble thing; which was Pericles’s case, who relieved numerous 
poor citizens’’4, 

There is, however, another aspect under which Pericles’s innova- 
tion appears prompted and justified in a less conventional sense. A 
reader of Plato’s Phaidon will remember Socrates’s complaint, that 
Anaxagoras himself was far from applying his principle in the whole 
breadth of experience*. This attitude of aloofness had a certain par- 
allel in the field of private economy where Anaxagoras appears to 
have resembled rather those Buddhist monks who seek absolute free- 
dom in withdrawing from worldly cares. Pericles had this at least in 
common with Socrates that he felt urged to pursue the principle of 
his master in every domain of life. 

The spirit of rationality is not necessarily born in the business 
man’s ledger. But there is a price to be paid for substituting material 
for formal rationality (in Max Weber’s terms) **. To sell one’s crops 


recognized a “‘near relation between the spiritual (geistige) content of the work 
of Phidias and the inner form of the teaching of Anaxagoras’’. He calls the 
Phidian Zeus ‘“‘ein Gegenbild zum weltgestaltenden Geist des Philosophen’’. If 
this view is accepted (as I am ready to do) we have here another instance of the 
impact of the Anaxagorean philosophy on the circle of Pericles.—That Pericles 
himself based his war-policies on what he believed to be “‘a total calculation of the 
facts’’, advanced with immense self-assurance and leaving not the slightest room 
for the working of chance (tyché), has been still more recently observed by JosEPH 
Vocrt, ‘‘Das Bild des Perikles bei Thukydides’’, Historische Zeitschrift, October 
1956, Vol. 182, p. 249-266. The correlation of this trait with my hypothesis could 
hardly be closer. 

34. Loc. cit. 

35- 97 C-98 B. 

36. Max WEBER, Wirtschaft und Gesellschaft, Grundriss der verstehenden 
Soziologie. Vierte, neu herausgegebene Auflage, besorgt von Johannes Winckel- 
mann, Tiibingen 1956, passim. 
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en bloc on the market in order to re-buy what is needed in one’s own 
household later in the agricultural year, means almost certainly con- 
siderable loss in money as well as real income. This economic dis- 
advantage must have been, however, more than balanced in the eyes 
of a statesman by a political advantage not mentioned by Plutarch. 
It removed once for ever the chronic suspicion of ancient populations 
that “the rich” were prone to withhold food supplies from the market 
in order to gain from higher prices later in the year or in times of 
scarcity, at the expense of poorer citizens. Moreover, in selling imme- 
diately after harvest the Periclean oikos would have been “‘democra- 
tically’ following the practice of smaller estates and farms—which 
were usually driven by lack of money and of storing facilities or sheer 
hunger. The unknown author of the first book of the Oeconomica 
attributed in antiquity to Aristotle, but probably written by a pupil 
or a pupil’s pupil, calls this “the Attic system”: “for they sell their 
produce and buy what they want, and thus there is no need of a 
storehouse’’®’, The passage, if not corrupt, betrays a writer not on 
the best terms with the art of definition nor with the actual conditions 
of Attic agriculture (the second part of the book certainly points to 
an author living in Minor Asia). The produce of smaller farmers 
must have consisted mainly in wine and oil of which only a small 
quantity could be consumed within their households. According to 
Sir Alfred Zimmern, in his Greek Commonwealth, Attica grew only 
about one third of its grain requirements in normal years. If large 
sales by the ozkos of Pericles depressed the price of corn at the most 
critical time of the harvest-year, they must have acted rather like a 
subsidy to smaller households, thus adding to the popularity of the 
most noble of demagogues. Perhaps Plutarch, or his source, had been 
aware, more or less dimly, of such effects. 

The idea of a household estate conceived as a well-ordered whole 
was certainly no Periclean creation ex nihilo. It is contained, as it 
were in solution, in Hesiod’s Works and Days which centre in the 
praise of the man ‘“‘who considers all things himself and marks what 
will be better afterwards and at the end’’%® and of “measure” 
(metra und katiros, a word denoting here right proportion, right place 
and right time). But in the conditions of the Boeotian peasant 

37- 1347 B, 30-33. 

38. 293-94. 

4 
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harassed by debts and fear of bondage the paramount need is “to 
flee hunger’’. The task of the Periclean oikonomos (the first whose name 
has been handed down to posterity, Evangelos) is to set his master 
free for political activity by administering an economic microcosm 
devised with the Greek delight in radical solutions, fine proportions 
and lucid articulation. The seed of Hesiod had flowered. The con- 
ceptual husks of its late fruits are to be found in the first book of 
Aristotles’s Politics. The firm distinction between otkonomia and 
chrematistics (marred, it is true, by some terminological inconsistencies) 
dear to text-bookwriters, appears remote from the actualities of 
Greek economic life in the fourth century, the product of a solitary 
scholar who has learnt the art of classification and dissection in the 
study of a zoologist. Like all shadow-like ideas it must be made to 
drink the blood of a great figure who embodied its essence. Nobody 
seems to have come nearer to it than the Statesman who had defined 
the style of attic greatness in his Funeral Oration. 


A Myth and its Progeny 


In the Hellenistic age the rise of the otkonomos carries him, and with 
him the concept of oikonomia to greater and greater heights. Ockonomos 
remains the name of a private official of an estate*®, but it also occurs 
frequently as the title of a public administrator, sometimes a sub- 
ordinate, sometimes the head of an administrative body. As title of a 
financial official the term appears in Priene and Ephesus in the last 
third of the fourth century B.c. In Ptolemaic Egypt an ozkonomos 
controls the whole monetary and natural economy of an adminis- 
trative district, including the farming out of taxes*®. The acme of this 
career seems to be reached when St. Paul, in his Epistle to Titus, calls 
a bishop “the steward of God”’, listing the qualities which a good 
manager must not possess as follows: “not self-willed, not soon 
angry, not given to wine, no striker, not given to filthy lucre’’. 

Like many developments of the Hellenistic age, the elevation of 
the ozkonomos from the status of a humble housekeeper or trusted 
manager to the political sphere, has a prelude in the thought of 


39. Ev. Luke, xvi, 1-12. 
40. E. ZrEBARTH, art. ““Oikonomos”’ in PAauLy-Wissowa, Realenzyklopddie der 
klassischen Altertumswissenschaft, Vol. xv s.v., 1937 ed. 
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Aristotle. In the (probably rather late) fifth book of his Politics where 
he discusses the methods by which various kinds of constitutions can 
best be preserved, he advises a “tyrant”, i.e. a monarch ruling 
neither by consent nor by law (nomos), to act, or to appear to 
do so, as if he were playing well the rule of a legitimate ruler, re- 
fraining from such lavish expenditure as may cause public discontent 
and apprehension, and rendering accounts of his income and 
expenditure. ““This is a method of government which will make him 
appear to be more of a steward (otkonomos) than a tyrant.” *! This 
passage, as important as little noticed, seems to foreshadow the 
transition from the classical conception of the polis to the impersonal 
form of government embodied in the Roman conception of a 
res publica and implied in the modern concept of a state. The ruler (or 
body of ruling citizens) is no more identified with the political 
organism but is likened to an official entrusted with its adminis- 
tration for the public benefit, just as an estate manager acts on 
behalf of its owner. 

The idea that the true ruler is defined by his readiness to rule not 
according to his own interests but to the good of the community as a 
whole, had been—need it be said?—one of the fundamental doc- 
trines of Plato’s political philosophy, and the rationale of the 
Pythagorean so-called “communism” of the guardian class of the 
Politeia. It is significant that Aristotle replaces the myth-like symbol 
by an analogy taken from everyday experience and suited to the 
climate of his later political thought which was more and more 
concerned with the almost Machiavellian problem of how to make 
any political structure durable, be it ever so remote from the ideal 
norm of the Good Life. It is a new age which speaks here through the 
mouth of the final interpreter of the old order of things. 

May we take one more bold step and divine in the transference of 
the oikonomos not only to the political but also the religious sphere of 
life a faint but poignant echo of very old conceptions deeply rooted in 
the soil of Asia in which the Hellenistic monarchies flowered? Three 
thousand years before our era the rise of the large temple estates of the 
Archaic Cultures had given birth to the idea of the worldly ruler as 
the steward (sum. ensi) of the god conceived as the owner of the 


41. ARISTOTLE, Politics, V. 11, 13144, 8ff., translation by Sir Ernest Barker. 
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temple and its land. Rulers of the Sumerian temple-city states bear 
this title, and the god Enki himself, who embodies the powers of 
invention, cunning, thought, is believed to have created the universe 
after the pattern of such a temple-estate. He thus appears here as the 
very Urbild of a steward acting not in his own right but by appoint- 
ment to an office. The High Gods of the sky and of the storm have 
charged him “with overseeing rivers, canals and irrigation and 
organizing the productive forces of the country’’, and he overcomes 
such difficulties as may arise in this tormented world of clashing 
cosmic forces by no other power than by wise counsel and skilful 
reconciliation #?. 

**Thou dost concern thee with their sustenance’’, says a Sumerian 
hymn of the god’s relations to the people entrusted to his care, in 
words which appear as fore-runners of the Greek words we studied. 
It is Enki who also gives to rulers the gift of broad intelligence and 
“‘opens the door to understanding’’—this time an archaic germinal 
form of that “royal art”? which according to Plato’s Politikos** is 
exercised by kingly statesmen and otkonomoi—and defines them. 
Already in the dialogue Phaedrus** Plato extended the concept of 
ordering, managing to the sphere of cosmic rule. Here the soul 
(“considered collectively”’) is said to mount upwards “when it is 
perfect and fully winged, to govern the world”. 

The word rendered here by “‘to govern”? is the old diotkeo which as 
we noted, had originated in the sphere of the household (or some 
district) but had soon acquired the meaning of ordering in general, 
though often specialized in the sense of the administration of a polis. 
In Ptolemaic Egypt the highest offical entrusted with economic 
and financial matters (and thus the superior of the ozkonomot exercis- 
ing similar functions for provinces (nome) was called dioiketes*®. 

In the classical age the tendency to apply the word diotkeo to the 


42. JoHn A. Witson, in Henri FRANKForT and others: Before Philosophy, 
Penguin ed., London 1949, p. 174ff., 159 ff. 

43- 258 C. 

44. 246 B-C. 

45. W. Tarn, Hellenistic Civilization, 3rd ed., p. 169. It is noteworthy that 
here the Treasury was neatly separated from the King’s private purse (idios 
logos, private account) which is subordinated to the dioiketes (and incidentally 
collected exposed babies which belonged to the king as salable goods). 
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higher ranges of government and ordering in general had, we 
surmised, contributed to prevent it from becoming the keyword of 
economic thought proper. In Hellenistic times the term otkonomia 
follows the same road**: more and more it tends to broaden its 
meaning until it denotes every kind of direction, regulation, principle 
of government, arrangement, finally including divinedispensation‘’. 
The term thus becomes applicable wherever a whole consists of parts 
co-ordinated in such a manner that each part serves the design of the 
whole, be it a work of art or a living organism. 

It is in such a biological sense that “‘économie’’ occurs in the 
anatomical and physiological work of the young Quesnay, the Essai 
physique sur [’ économie animale (1736). Economie and économique had, at 
least since the rediscovery of Aristotle in the thirteenth century, been 
used in their original, narrower signification. “‘J’aime mieux voir rire 
mon peuple de mon économie, que le voir pleurer de ma prodi- 
galité’’, writes Louis xm. “Economie est art de gouverner une hostel 
et les appartenances pour acquérir richesses’’, defines Oresme in his 
Ethics. At the beginning of the seventeenth century Montchrétien 
observes: ““L’économie politique parait avoir désigné anciennement 
la politique théorique, ce qui a rapport a la constitution intérieure et 
extérieure.’’48 It is this meaning which survives in Rousseau’s 
Encyclopédie-article De l’ économie politique, and it still seems to reverber- 
ate in Mirabeau’s title Philosophie rurale ou économie générale et politique 
de Vagriculture, réduite a 1’ ordre immutable des lois physiques et morales qui 
assurent la prospérité des Empires (1763). However, this writer continues 
to use the term also in its broadest sense: ‘“‘La division de l’Eglise 
universelle en diverses sections ou diocéses est une économie d’ordre 
et de police ecclésiastique.’’*® Such undertones should not be 


46. Characteristically enough, the first symptom of this Hellenistic tendency 
is to be found in the writings of a Greek from Samos. In his Letter to Herodotus 
Epicurus uses the word oikonomia for ‘‘the highest ordering of the celestial bodies’’. 
‘A curiously personal word for Epicurus to use, when he is so carefully disdaining 
personal agency’’, observes Professor Cyrit Battey (Epicurus, London 1926, 
p. 253 ad p. 79, 1, 9). He seems unaware of the fact that, if not from its begin- 
ning, at least in the writings of the Socratic school, oikonomia signified an objective 
order the oikonomos has to realize. 

47. Eph., 1, 10, 3, 2. 

48. E. Lirrre&, in Dictionnaire de la langue frangaise, s.v. Vol. 11, 1889. 

49. Collected Works, tv, 342. 
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ignored in his famous words: “‘J’appellerais volontiers l’économie la 
seconde providence du genre humain.’’>° 

Quesnay himself whom many contemporary economists like to 
regard as their ancestral hero, the first analyst of numerical relation- 
ships between aggregates of production and consumption, in- 
vestment and capital replacement—Quesnay himself considered his 
Tableau Economique as valid only within the institutional frame- 
work of a peculiar political constitution founded in a metaphysical 
conception of the true order of the universe; and the Maximes in 
which this constitution is outlined, transcend the much-obliging 
formalism of econometric matrices. The économistes, as the physiocrats 
called themselves, are priests initiated into the working of the 
‘natural order’’, a cosmic economy in the Hellenistic sense, and their 
enormous conceit which enraged the tolerant Hume®! suggests that 
their ambition differed in substance only little from that of the 
Sumerian ensi, the manager-rulers of their city-states, who claimed to 
act not only on behalf of their divine estate-owners but according to 
the designs revealed to them as the terrestrial counterparts of the 
god Enki himself, who remains the true ancestor of all Providers by 
virtue of sovereign knowledge. Few conceptions appear to be more 
long-lived than such archetypes created by the archaic civilizations 
of Hither Asia, five or six thousand years ago. 


Sydney (Australia )/| Roma (Italia) Kurt SINGER 


SUMMARY 


By combining approaches from etymology and semantics, social and religious 
history the study tries to clarify the genesis of the conception of an Economy, a 
word derived from the Greek oikonomia. No other language seems to have produced 
a native term of equivalent generality and significance. Even in Greece the term 
emerges only in the fourth century B.c. in the writings of Plato and Xenophon 


50. Ibid., v, 410. 

51. The Letters of David Hume, ed. by T. Y. T. Greic, Vol. u, p. 205. The 
letter is addressed to P. Morelly. ‘‘I ask your pardon for saying so, as I know 
that you belong to that venerable body’’, Hume adds with his touch of impish 
courtesy. 
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where it denotes administration, management, ordering, ruling a family and its 
estate (oikos), a pattern of co-ordinated actions conceived both pragmatically 
and normatively. Contrary to common notions sponsored by Rousseau and 
Edwin Cannan the second half of the term does not refer to “‘law’’ (némos) but 
points to pastoral origins: distributing, allotting (primarily grazing ground, 
només ), managing, feeding, caring for, a flock by the herdman (nomeus). The 
term oikonomos, the central figure of an oikonomia, belongs to a wider group of words 
of similar structure signifying a Warden, Steward, Guardian, a function first 
exercised by the Master of a House, then delegated to his wife or to a servile or 
salaried manager. In the first texts (6th and 5th centuries B.c.) the term is applied 
to housewifes and housekeepers. The connotation “‘thriftiness’’ seems secondary 
and coloured by feminine pre-occupations. 

The rise of the male manager-oikonomos is connected with the impact of the 
Peloponnesian War on the Athenian economy and with the development of a 
new science of agricultural technique. The first manager-otkonomos mentioned and 
considered as a paragon, was the Administrator of the estate of Pericles. The 
radical directions given to him by the statesman according to Plutarch, reflect the 
Periclean will to subject every sphere of action to the rule of the Mind, and there- 
fore the world-conception of Anaxagoras. As the abstract term oikonomia denoting 
the activity and standard of an oikonomos appears to have been unknown to the 
authors and Sophists of the fifth century but familiar to the judges of Socrates 
according to Plato’s Apologia, it is suggested that the word originated in the circle 
of Pericles, from which it irradiated into common usage. In the Hellenistic age its 
meaning broadened following a tendency of other Greek alternatives for adminis- 
tering, managing until it came to denote ordering of well-constituted wholes in 
general, including the cosmos and any organism. This conception which survives 
in Christian theology of Providence and in the foundations of Physiocratic thought, 
is shown to be prefigured in the Sumerian myth of a Manager-God, the ancestor 
of all Providers holding an Office. 


ZUSAMMENFASSUNG 


Oikonomia: Uber die Anfénge der Idee «Wirtschaft» im Denken und in der Sprache. Die 
Studie versucht, mit Hilfe von Etymologie und Semantik, von Sozial- und Reli- 
gionsgeschichte den Ursprung des Begriffes Wirtschaft (Okonomie) abzuklaren — 
ein Wort, das aus dem griechischen oikonomia stammt. Keine andere Sprache 
scheint einen eigenen Ausdruck von gleicher Allgemeinheit und Bedeutung her- 
vorgebracht zu haben. Selbst in Griechenland begegnet man dem Ausdruck erst 
im vierten Jahrhundert v. Chr. in den Schriften von Plato und Xenophon, wo er 
Verwaltung, Handhabung, Leitung einer Familie und ihres Guts (oikos ) bedeutet, 
eine bestimmte Art koordinierten Handelns sowohl im pragmatischen wie im 
normativen Sinne. Entgegen der von Rousseau und Edwin Cannan ausgehenden 
allgemeinen Auffassung bezieht sich die zweite Halfte des Wortes nicht auf 
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«Gesetz» (némos), sondern geht in ihrem Ursprung auf das Hiiten zuriick: Ver- 
teilen, Zuteilen (hauptsachlich von Weideland, només), Fihrung, Fiitterung, 
Sorgen fiir eine Herde durch den Hirten (nomeus). Der Ausdruck oikonomos, der 
die zentrale Gestalt einer oikonomia bezeichnet, gehért zu einer breiteren Gruppe 
von Wortern mit ahnlicher Struktur, welche die Bedeutung von Wachter, Hiiter, 
Verwalter haben — eine Funktion, die zuerst durch den Herrn des Hauses aus- 
geiibt, dann an seine Frau oder auch an einen Sklaven oder bezahlten Leiter 
delegiert wurde. In den altesten Texten (sechstes und fiinftes Jahrhundert v. Chr.) 
wird der Ausdruck auf Hausfrauen und Haushdlterinnen angewendet. Die Mit- 
bedeutung «Sparsamkeit» scheint an zweiter Stelle und mit den arteigenen 
Bemiihungen der Frauen in Zusammenhang zu stehen. 

Die steigende Bedeutung des Mannes als Leiter-oikonomos hangt mit dem Ein- 
fluss des Peloponnesischen Krieges auf die Wirtschaft Athens zusammen und mit 
der Entwicklung einer neuen Wissenschaft der Agrartechnik. Der erste Leiter- 
oikonomos, der als Muster bezeichnet und betrachtet wurde, war der Gutsverwalter 
des Perikles. Die radikalen Richtlinien, die ihm (laut Plutarch) von Perikles 
gegeben wurden, spiegeln den Willen des Perikles, jeden Bereich des Handelns der 
Herrschaft des Geistes zu unterwerfen, und spiegeln somit die Weltanschauung 
von Anaxagoras. Da der abstrakte Begriff oikonomia, der die Tatigkeit und Norm 
eines oikonomos bedeutet, den Autoren und Sophisten des fiinften Jahrhunderts 
unbekannt, den Richtern des Sokrates (gemass Platos Apologia) aber vertraut 
gewesen zu sein scheint, darf angenommen werden, dass das Wort im Kreise um 
Perikles entstanden ist und alsdann allgemein gebrauchlich wurde. Entsprechend 
der Tendenz bei andern griechischen Ausdriicken fiir Verwaltung und Leitung, 
weitete sich im hellenistischen Zeitalter seine Bedeutung, bis es schliesslich die 
Ordnung von wohl zusammengesetzten Ganzheiten im allgemeinen einschliess- 
lich des Kosmos und irgendwelcher Organismen bezeichnete. Diese Vorstellung, 
die in der christlichen Theologie in der Lehre von der Vorsehung weiterlebt wie 
auch in den Grundlagen der physiokratischen Lehre, ist vorgegeben in dem su- 
merischen Mythus eines Gott-Verwalters, des Vorfahren aller «Versorger» kraft 
Auftrags. 


RESUME 


Oikonomia: A propos des origines de la notion d’économie dans la pensée et dans le langage. 
Cette étude tend, a l’aide de l’étymologie et de la s¢mantique, de l’histoire sociale 
et religieuse, 4 expliquer l’origine de la notion d’économie, mot dérivé du grec 
oikonomia. Aucune autre langue ne parait avoir créé un mot d’une universalité et 
d’une signification équivalente. Méme en Gréce, on ne rencontre ce terme qu’au 
cours du quatriéme siécle av. J.-c. dans les écrits de Platon et de Xénophon, chez 
qui il signifie administration, direction, commandement, conduite d’une famille 
et gérance de ses biens (oikos), une certaine maniére d’agir de fagon coordonnée 
tant sur le plan pragmatique que sur celui des principes. Contrairement aux 
notions généralement répandues sous le parrainage de Rousseau et d’Edwin 
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Cannan, la seconde moitié du mot ne se rapporte pas au vocable «loi» (némos ), 
mais a des origines pastorales: distribution, répartition (principalement de patu- 
rages, nomds), conduite, pature, soins d’un troupeau par le berger (nomeus). Le 
terme oikonomos, qui désigne la figure centrale d’une oikononia, appartient 4 un 
groupe plus vaste de mots d’une structure similaire signifiant gardien, intendant, 
gérant, fonction d’abord exercée par le maitre de maison, puis déléguée a sa femme 
ou a un esclave, ou a4 un régisseur salarié. Dans les plus anciens textes (vie et 
ve siécle av. J.-c.), expression est appliquée aux ménagéres et aux femmes de 
charge. Le sens d’« économiser» semble étre secondaire et en corrélation avec les 
préoccupations féminines. 

L’importance croissante de homme en tant qu’administrateur-oikonomos est 
en corrélation avec l’influence de la guerre du Péloponnése sur |’économie athé- 
nienne et avec le développement d’une nouvelle science de la technique agraire. 
Le premier administrateur-oikonomos mentionné et considéré comme un modéle 
a été le régisseur de Périclés. Les instructions détaillées que lui a données l’homme 
d’Etat (selon Plutarque) reflétent la volonté de Périclés de soumettre tous les 
domaines de l’action a la régle de l’esprit et, partant, la conception du monde 
d’Anaxagoras. Comme la notion abstraite oikonomia, qui signifie l’activité et les 
régles de conduite d’un otkonomos, semble avoir été ignorée des auteurs et des 
sophistes du cinquiéme siécle, mais familié¢re aux juges de Socrate (selon I’ Apologie 
de Platon), on peut en déduire que le mot a été utilisé originairement par l’en- 
tourage de Périclés pour se généraliser par la suite. Conformément 4 |’évolution 
suivie par d’autres termes grecs pour désigner l’administration et la direction, 
sa signification s’est élargie durant la période héllénistique pour désigner finale- 
ment un ordre d’entités bien constituées en général, y compris le cosmos et n’im- 
porte quel organisme. Cette conception qui survit dans la théologie chrétienne de 
la Providence et dans les fondements de la pensée des physiocrates, préfigurerait 
dans le mythe sumérien d’un Dieu-administrateur. 











A DYNAMIC 
INTERPRETATION 
OF MALTHUS’ PRINCIPLE OF POPULATION 


In the usual interpretation, Malthusian population theory is based 
on two fundamental assumptions: there is a tendency to diminishing 
returns in agriculture and the rate of growth of the population is an 
increasing function of average income. With diminishing returns in 
agriculture, average income in an economy mainly dependent on its 
own primary production, will tend to diminish as the population 
increases. Therefore the population will increase at a declining rate 
until it has reached a maximum corresponding to a given resource 
base, state of the arts and social organization}. 

In this paper an alternative approach to the doctrine of popula- 
tion, not based on the law of diminishing returns, will be proposed?. 
Before describing and developing this model, it will be stated why 
it is thought expedient to dismiss diminishing returns® as a basic 
assumption in population theory. 


1. Mathematically, as formulated by Samuelson: Let X = total production, 
S = per capita real income and S® = some “‘minimum level of subsistence”’.—Then 
1/X-dX/dt = (S), where P’(S) > 0, (S°) = 0, and S = ®(X), O'(X) <0 
(diminishing returns).—Therefore 1/X - dX/dt = '¥{®(X)} = f(X), where f’ = 
Y’®’ < 0 and a stationary level X° corresponds to f(X°) = ¥(S°) = 0 which is a 
stable equilibrium because f’(X°) < 0. (See Paut ANTrHoNy SAMUELSON, Founda- 
tions of Economic Analysis, Cambridge, Mass., 1948, p. 296.) 

2. The model that will be developed can be summarized mathematically as 
follows: Let X = total population, § = per capita real income, S° = some 
*‘minimum level of subsistence’ and a = rate of growth of total output, which is 
assumed to be autonomously determined. Then we postulate the following relations: 
1/X -dX/dt = P(S), P(S°) = 0; ¥’(S°) > 0, ¥’(S) = 0 as S S Sy (where Y(Sx) 
= {¥(S)} max.) and ¥”(S) < 0.—Also: 1/SX-dSX/dt = a, a < P(S,), so that we 
have a stable equilibrium where a stable income level Sz corresponds to Y(Se) 
= aand ¥’(S,) > 0. Alternatively it may be assumed that: 1/SX-dSX/dt = ®(S), 
@’(S) > 0 and a stable equilibrium corresponding to ®(S.) = Y (Se), B’(Se) < 
W’ (Se). 

3. In the sense that § = ®(X), O’(X) <0. 
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I, DIMINISHING RETURNS 
Diminishing Returns as a Historical Tendency in Malthusian Theory 


The classical law of diminishing returns is stated by Marshall as 
follows: ‘‘An increase in the capital and labour applied in the culti- 
vation of land causes in general a less than proportionate increase in 
the amount of produce raised, unless it happens to coincide with an 
improvement in the arts of agriculture.’’* 

In its most narrow interpretation, this means essentially that 
capital and labor are imperfect substitutes for land. In this sense the 
law is one of the fundamental empirical propositions in economics, 
valid for all the factors of production and one of the main reasons 
why we distinguish between them. It does not necessarily follow, 
however, that, if we should vary the quantity of land together with 
the capital and labor applied in its cultivation, produce will be less 
than proportionate to the increase in capital and labor (assuming 
that the original proportion between the latter two factors is main- 
tained). This will in general only be true if, everything else equal, 
land of lesser quality must be taken into usage, in which case intensi- 
fication of agriculture is likely to occur simultaneously with the exten- 
sion of the cultivated area. That diminishing returns in this sense 
would ultimately prevail everywhere was asserted by Malthus in 
some of the best known passages of his essay on population®. And, 
allowing for possible improvements in the arts of agriculture, he did 
not change his conclusion materially. For this kind of improvement 
he saw as a slow and intermittent process which might temporarily 
mitigate the impact of the tendency to diminishing returns, resulting 
from the pressure of population on limited resources in the older 
settled countries, but which in general would not be sufficient to 
overcome this tendency. 

To appreciate fully Malthus’ position regarding diminishing 
returns in the context of his population theory, we must realize that 
it was not merely based on the proposition that new land of good 
quality was, or, in the case of newly settled countries, would ulti- 


4. ALFRED MarsHALL, Principles of Economics, 8th ed., London 1930, p. 150. 
5. T.R. Mattuus, An Essay on the Principle of Population, 3rd ed., London 1806, 
Vol. 1. See, e.g., p. 11. 
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mately become, scarce in the sense of no longer being physically 
present. Even if fertile land still existed, it might not be available to 
the cultivating class in sufficient quantities. In that case, diminishing 
returns and even total stagnation could occur long before all 
good land was under cultivation®. Only under unusually favorable 
conditions, with plenty of fertile land available and a social system 
which puts few obstacles in the way of economic expansion, would 
diminishing returns be absent. Such conditions had prevailed in 
the North American colonies and as a result the population had 
grown with extraordinary rapidity at a geometric rate, doubling 
in less than each period of twenty-five years. With such a popu- 
lation increase the advantage could not last very long, Malthus 
asserted, and he predicted that eventually also in America the popu- 
lation growth would begin toslacken under the impact of diminishing 
returns’. 

Given diminishing returns, the level of prosperity depended upon 
the manner in which population growth was kept within the limits 
set by the means of subsistence. Malthus distinguished between 
positive checks (vice and misery) operating through the death rate 


6. See JosePH J. SPENGLER, “‘ Malthus’s Total Population Theory: A Restate- 
ment and Reappraisal’’, Canadian Journal of Economics and Political Science, February 
1945- 

Spengler brings to the fore that Malthus, who spoke of “‘ the scanty riches and 
scanty population, which are at present scattered over the face of the globe’’, 
devoted an important part of his work, especially in the Principles, to the analysis 
of the institutional factors which may interfere with population growth. In sum- 
mary, Spengler states (p. 263, 264) : ‘‘ Malthus’s considerations of the checks which 
hold down the inhabitants of a country to the number that it can subsist led him 
to conclude that in many, if not in most countries, there were fewer inhabitants 
than these countries were capable of supporting in comfort, and that despite their 
comparative fewness, many of these inhabitants were living in poverty. His atten- 
tion was directed, therefore, to the obstacles to the increase of subsistence, to which 
both the fewness and the misery of the inhabitants were to be traced—to the 
impediments, in short, to the salutary operation of the principle of population. 
These impediments, he found, assumed various forms: Bad government, insecurity 
of property, concentration of the ownership of land, slavery, and so on. Yet, they 
were reducible to a common denominator, lack of an effective demand for labour. 
Between the resources (or ‘supplies’), actual and potential, of countries, and their 
inhabitants, stood institutional barriers which prevented these resources from 
supporting as great a demand for labour as they were capable of supporting....”’ 

7. T.R. MALTHUS, op. cit., p.9g. 

















61 


OF MALTHUS’ PRINCIPLE OF POPULATION 


and preventive checks (vice and moral restraint) operating through 
the birth rate. In all societies the results of the positive checks in the 
form of misery were more or less in evidence. 


Economic and Demographic Developments since Malthus 
and Prospects for the Future 


Malthus’ doctrine of population, based on diminishing returns, is 
fully in accordance with what Cowgill has termed the “‘primitive”’ 
economic growth pattern, almost universally observed until well in 
the 18th century, with the death rate temporarily falling below and 
then returning to the level of natality, which remains high and sub- 
stantially stationary®. But since Malthus’ time the world has wit- 
nessed an unprecedented growth of the population at an increasing 
rate. Even though we have to work with very rough estimates for the 
early period, there is little doubt that the world population has con- 
siderably more than doubled in the last 150 years®. In spite of some 
qualifications which will become apparent at a later stage of our 
argument, we may say that the sustained growth of the population 
in almost every part of the world, is in itself strong circumstantial 
evidence that the impact of the tendency to diminishing returns has 
much abated since 1800. This must be ascribed to the opening up 
of extensive tracts of fertile land, large parts of which are at present 
only extensively cultivated and to the application of advances in 
agricultural science. 

However, in contemplating the growth prospects of the world’s 
densely populated underdeveloped areas today, economists and 
demographers have expressed great anxiety on account of the 
dwindling land reserves in these areas. Under these circumstances, 
it is argued, the excess of the birth rate over the death rate cannot 
last indefinitely. Either the birth rate must fall, or in spite of all 
measures to improve medical care and hygienic conditions, the death 
rate will rise to the level of the birth rate. In one way or another, 


8. D.O. Cowait1, ‘“TheTheory of Population Growth Cycles’’, American Journal 
of Sociology, September 1949, p.163-170, quoted from JosEPH J. SPENGLER, 
“Population Theory’’, in A Survey of Contemporary Economics, Vol.u, edited by 
Bernard F. Haley, Homewood, Illinois, 1952. 

g. See, e.g., WARREN S. THompson, Plenty of People, New York 1948, p.6. 
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the “demographic gap”’ will be closed under the impact of diminish- 
ing returns in agriculture in the future?®. 

This argument is not very convincing in at least one respect, 
namely that it underrates the importance of what we may call the 
“frontier of accumulated knowledge’’. In all densely populated 
underdeveloped countries enormous potentials for increasing crop 
production on the land already under cultivation through the appli- 
cation of modern agricultural science still exist. By this, of course, 
we do not mean labor saving techniques, the introduction of which 
would be a waste of resources in countries with widespread rural 
unemployment, but the introduction of measures leading to an in- 
creased yield per acre. The only country in Asia where Western 
science has found full application in peasant agriculture within the 
framework of factor endowments is Japan, where yields per acre are 
now among the highest in the world'!!. This was achieved with 
relatively little capital investment, whereas the total labor force 
employed in agriculture increased only little, the average size of the 
farm becoming larger. Lockwood writes: 


**The gains in Japanese agricultural output, notably, were achieved mainly 
by better use of existing resources of land and labor. Marked increases in produc- 
tivity per acre and per worker resulted from new methods of seed selection, 


10. In this context it is also usually pointed out that industrialization may 
provide additional means of living not necessarily subject to diminishing returns, 
whereas under the influence of the accompanying urbanization the birth rate can 
be expected to decline as it has done in all industrialized countries, but that this 
decline may not come soon enough to prevent an increase in the death rate. Apart 
from this it is important to note that the success of an industrialization program 
depends on markets as much as on production. If we assume that the outlets for 
industrial production of the low income countries will have to be found primarily 
in their home markets, then clearly the success of industrialization will depend 
on the expansion of domestic agrarian production, for a starving population will 
not spend a sizeable part of its income on industrial goods. To the extent that the 
assumption of absence of potentially large industrial markets abroad appears 
justified for any particular country, the prospect of diminishing returns can be 
legitimately discussed in terms of physical agrarian output. 

11. The discrepancy between crop yields in Japan and in other Asiatic countries 
is roughly indicative of what may be achieved should these nations follow the 
Japanese example. In 1952 the average yield per harvest for irrigated rice in Japan 
was about 3,300 pounds of rough rice per acre. The corresponding figure for China 
was 2,200 pounds, 1,500 pounds for Java and Thailand, 1,200 for Burma and a 
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weeding, disease control, crop storage and animal breeding; from ready improve- 
ments in tools; and from the consolidation of land holdings. Such improvements 
as these required only modest amounts of new capital in comparatively simple 
forms. They entailed no radical reorganization of farming practices.’’!” 


With Lockwood we may conclude that by such rather simple 
scientific improvements plus better irrigation and the application of 
fertilizer, the law of diminishing returns in Japanese agriculture was 
postponed in its effect for several generations!*, 

Thus, whereas Japan may now have reached a stage of diminishing 
returns in agriculture, as Lockwood believes, it is by no means likely 
that this will soon be the case in most underdeveloped countries. 
In the first place, most of these countries have better possibilities than 
Japan had in 1870 to expand their cultivated area. It is true that in 
many instances, this will entail heavy initial outlays for clearing, 
transportation, maintenance of the settlers, irrigation projects, etc. 
That therefore these expansion projects will in the long run yield 
lower returns to capital and labor than land which was brought under 
cultivation in the past, remains nevertheless a doubtful proposition. 
Especially if foreign aid and expert guidance are available in com- 
bination with indigenous labor which might otherwise be unem- 
ployed or underemployed, the share in the initial outlays of the 
countries concerned in terms of scarce production factors may remain 
within the feasible range without causing too great hardships, 
whereas high and steady yields may be expected in the future. 

Secondly, if the peasants in the underdeveloped countries are 
given means, knowledge and incentives to apply such simple and 
relatively inexpensive measures as in Japan have led to the spec- 
tacular increase in production of land already under cultivation, this 


little over 1,000 in Indo-China. In Japan physical output of food and agrarian raw 
materials at least doubled, perhaps even tripled, between 1885 and 1935. In this 
period the cultivated area grew no more than 25 per cent, for at the time of the 
Meiji restoration the country was already very intensively cultivated in the tradi- 
tional manner and had little room left for expansion of the cultivated area, except 
in the Northern island of Hokkaido. See JoHn E. METCALF, The Agricultural Economy 
of Indonesia, u. s. Dept. of Agriculture, Monograph no. 15, Washington, D.c., 1952, 
p-40; Witt1am W. Locxwoop, The Economic Development of Japan, Princeton 1954, 
Chap. 3. 

12. Witt1AM W. Lockwoop, op. cit., p. 193. 

13. Ibid., p. 194. 
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will bear results of similar magnitude. Not only can we infer this 
from comparisons between Japan and today’s underdeveloped coun- 
‘ries, it is also born out by agricultural experiments. It has, for 
nstance, been estimated that in Java, an island which has among 
the world’s highest rural densities and where all arable land is 
occupied, which moreover has already shown a marked increase in 
productivity per acre in the past, agricultural output could still be 
doubled with less than the present labor force. 

Whether in the more distant future diminishing returns will 
become unavoidable in the countries with high rural densities if the 
population continues to increase rapidly, is hard to predict, for we 
do not know the strides that science will still make to offset, perhaps 
indefinitely, the impact of the tendency to diminishing returns. 


The Rate of Growth 
of Output Can Be Considered Institutionally Determined 


To what extent and at what pace the opportunities for expanding 
output will be realized, is a matter of more immediate interest. Earlier 
it was emphasized that the mere physical presence of good land is 
no guarantee that diminishing returns will not occur. The same thing 
may now be repeated about the presence of an accumulated fund 
of knowledge. The crucial point is whether resources as well as the 
knowledge to use them in the best possible way are made widely 
available to the productive classes of a society, and this is a question 
of wise and stable government, social institutions conducive to the 
advancement of the people, foreign relations, etc. The whole complex 
of these factors, which might be called “the institutional ability of 
a society to utilize its agents of production in the process of economic 
expansion” (Marshall’s factor of production “organization’’!), is 
one of the most important determinants of the rate of growth of output 
in that society’, together with the resources, actual and potential, 


14. G. W. Cur. TerGast, “‘Vergroting van de bedrijfsbasis in de Indonesische 
landbouw, in het byzonder op Java en Madura’’, Landbouw, Vol.22, 1950, 
P- 357-407. 

15. ALFRED MARSHALL, Principles of Economics, 8th ed., London 1930, p. 138/139. 

16. Let Y = Gross National Product, C = total consumption and J = total 
investment, all in real terms. 7 = Y — Cand AY/I = rate of returns on investment. 
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which it possesses. If the world economy as a whole in the 19th and 
zoth centuries shows a picture of expansion, rapid relative to that 
of the preceding centuries, it is because of the removal of institutional 
obstacles to growth and, especially in the Western world, the pene- 
tration of a system that stimulated the individual to exertion. This 
made it possible to open up new territories and to apply the results 
of science in the production processes. 

But whereas in the West economic expansion led to increased 
prosperity, this result has failed to materialize in the Orient, with the 
exception of Japan. This raises the important question as to what has 
kept the low-income countries poor and “‘underdeveloped”’, although 
some of them, especially those under colonial rule, have known 
periods of rapid economic growth. Perhaps because of his pre- 
occupation with diminishing returns, Malthus did not explicitly dis- 
cuss the problem of what will happen to per capita real income during 
a prolonged period of growth under favorable conditions. But the 
answer, which is of obvious interest for present development prob- 
lems, may be found in the fundamental relationship which forms the 
real core of the doctrine of population and gives it dynamic potential: 
“The constant tendency in all animated life to increase beyond the 
nourishment prepared for it.”’!” Population is kept in check by the 
means of subsistence, consequently the actual rate of population 
growth is determined by the rate of growth of the means of subsist- 
ence. Merely stating this relationship leaves many questions un- 
answered. It does suggest however, that per capita income may re- 
main low even in periods of rapid expansion. On the other hand, the 
tendency of the population to increase pari passu with the production 
of the staff of life is primarily a result of the fall in the death rate when 
economic conditions are improved. Thus one would expect times of 
rapid economic growth to be times of relative prosperity. Yet the best 
available evidence seems to indicate that in most underdeveloped 
countries, including those which have experienced rapid population 
growth, prosperity has hardly risen, if at all, above the near-stagna- 


As AY/Y¥ = 1/Y - AY/I, the rate of growth of output equals the product of the 
rate of investment and the rate of returns on investment. Institutions, conducive 
to growth, will tend to have a favorable effect on both components, affecting them 
simultaneously. 

17. R.T. MALTHUS, op. cit., p. 2. 
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tion level of old. Can we eliminate this apparent contradiction by 
introducing compensating factors? In the next section we shall try 
to develop a theoretical framework with which we can approach 
questions such as these. 


II, A DYNAMIC MALTHUSIAN MODEL 
OF POPULATION AND ECONOMIC GROWTH 


The Analytical Framework 


In countries characterized by high and stable fertility rates (number 
of children born per year relative to the number of all women in the 
child-bearing age groups), the rate of growth of the population is 
primarily determined by the death rate. The latter we can, in general, 
expect to fall as per capita real income rises. Therefore we can expect 
the rate of growth of the population to be positively correlated with 
per capita income as long as the high fertility pattern prevails, which 
in the past has always been the case over a substantial range of per 
capita income. This effect may be somewhat reinforced by a rise in 
the birth rate due to the survival of more couples through the child 
bearing age of the women. 

Although, with the high fertility pattern unaltered, the rate of 
population growth will in general increase with average income, this 
is likely to occur at a decreasing rate. Increasing shares of the incre- 
ments will be spent on goods and services which are non-essential in 
the sense that they do not directly contribute toward improving the 
life expectancies of various age groups. In a graph with the rate of 
population growth on the vertical axis and per capita real income 
on the horizontal axis, a curve depicting the rate of population 
growth as a function of per capita real income, would rise constantly 
over the lower ranges, but its slope would decrease (see Figure 1, p.68). 

When real income has risen to a level where it becomes possible 
to satisfy the basic needs of food of large sections of the population, 
industrialization and urbanization are likely to take place. This has 
almost universally led to a decline in fertility. This decline may also 
occur simply because greater prosperity leads to a less fatalistic accep- 
tance of poverty and hence to more preventive checks. In all ad- 
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vanced nations these factors have ultimately caused a decline in 
the birth rate to such an extent that this decline has prevailed over 
the decline in the death rate, causing a decline also in the rate of 
population growth. This means that the curve, which we shall call 
PP, will reach a turning point as per capita income continues to 
increase’®, 

With the rate of growth of the population we must compare the 
rate of growth of output, which we shall consider as primarily insti- 
tutionally determined’*. The question arises whether it is also a 
function of per capita real income. The rate of growth of output being 
equal by definition to the rate of investment times the rate of returns 
on investments (4 Y/Y = 1/Y - AY/I), one might be inclined to think 
that it is, to the extent that //Y is determined by the amount of 
voluntary savings. People in the higher income brackets do not only 
save more in absolute terms, but also relative to their incomes. 
Taxability may also be thought of as depending on average real 
income. These considerations may be responsible for the prevailing 
opinion that a low level of income is itself one of the greatest impedi- 
ments to development under a regime which is not prepared to impose 
intolerable deprivations by harsh, totalitarian measures. 

However, with the introduction of the time element, this picture 
changes radically. Experience in the developed countries indicates 
in a decisive fashion that an upward trend in incomes is itself directly 
responsible for a change in the preference pattern with respect to 
savings. As the expression “‘standard of living”’ implies, notions as to 
what constitutes poverty and decent living are apt to change with 
real income. In the United States per capita income more than 
doubled between 1869 to 1929, but the rate of savings showed no 
rising tendency, actually declined somewhat after 19007°. In many 
Western countries the savings ratio fluctuated at a level of around 
10 per cent of national income, without any marked increasing 


18. Mathematically: Let X = total population and S = per capita real income. 
Then 1/X-dX/dt = ¥(S), ¥’(S) 20 as SS Sy (where ¥(S,x) = {¥(S)} max.) 
and ¥”(S) < 0. 

19. The effect of income distribution on growth is one of the factors that may 
be considered under this heading. This author does not believe that a simple 
generalization in favor of inequality is justified. 

20. Simon Kuznets, National Product since 1869, New York 1946, p. 118-120. 
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trend?!, In Japan, according to Lockwood, the data suggest that in 
the early stages of industrialization, from 1880 to 1g1o0, the savings 
ratio increased materially and that thereafter there was perhaps a 
secular rise, hardly a decline, in the rate of capital formation. But 
he emphasizes the institutional transformation and the favorable 
investment opportunities rather than the rise in per capita income 
as the main cause of the increase in the rate of investment??. 


Figure 1 


rate of growth of output 
rate of growth of population 








Ss 
per capita 
real income 








Nevertheless, a low propensity to save resulting from a low income 
level, may prove to be a bottleneck to expansion which can only be 
removed gradually as per capita income rises. Therefore, we assume 
two alternative cases: (1) In a graph with the rate of growth of output 
on the vertical axis and per capita real income on the horizontal axis, 
a curve relating the two variables, is horizontal, indicating a lack of 


21. Cotin Ciark, Conditions of Economic Progress, 3rd ed., London 1957. 
22. WitL1am W. Lockwoon, op. cit., p. 268, 269. 
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relationship, and (2) the curve has a gently rising slope. The curve 
we shall designate 00.8 

Combining the two curves in one graph with a double vertical 
axis, a picture as drawn in Figure 1 emerges. 

In terms of this graph the fundamental Malthusian postulate 
(see p. 65) now becomes that there exists a point of intersection (A) 
between PP and OO, corresponding to an income level S,, at which 
the slope of PP is steeper than that of O0.*4 Thus, there is a stable 
solution to the system at A. Without a change in the parameters of the 
system, the population will grow at a corresponding rate. 


Diminishing Returns in this Model 


If we admit diminishing returns as a generally prevailing tendency, 
which it has probably been in most of the world before Malthus’ time 
over extended periods, then §, is not a stable equilibrium. It means 
that OO will shift downward as the population grows, until per capita 
real income is at Sp, a level of income which permits of no population 
growth and which, therefore, is necessarily low, unless the birth rate 
is well under control (a fall in the birth rate independent of § meaning 
a shift of PP to the right). Malthus recognized, however, that if OO 
should be above the X-axis for a considerable period with per capita 
real income exceeding Sy, a people would be extremely reluctant to 
give up the level of comfort it had become used to. This implies that 
precautionary restraint might operate to offset any effect of diminish- 
ing returns on S, causing a downward shift of PP, simultaneously 
with the shift of OO in the same direction under the impact of 
diminishing returns. In ultimate equilibrium PP and OO would then 
intersect at the X-axis at an income level S,, equal to the temporary 
equilibrium income attained during the period of expansion. Some- 
thing of that nature is probably what happened in the more pros- 
perous but stagnant European peasant communities which Malthus 
describes in the Essay and to which he points to illustrate his position 
that only precautionary restraint can inthe long runeliminate poverty. 


23. Mathematically, using the same symbols as before: 1/SX+-dSX/dt = a or 
1/SX-dSX/dt = ®(S), &’(S) > 0. 

24. Mathematically: a < ¥(S,) and ¥(S.) = a, ¥’(Se) > Dor: B(S-) = P(Se), 
®'(Se) < P’(Se). 
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The Effect of Rapid Economic Growth on per capita Real Income 


As we have argued at some length, diminishing returns is not ade- 
quate when it comes to explaining persistent poverty in spite of the 
transition from near-stagnation to a rapidly expanding economy, 
which took place in some of the underdeveloped countries. Why did 
not the upward shift of OO from a level close to the X-axis have a 
marked effect on per capita incomes (5) in these areas? 

Clearly the effect on § of a given shift in OO depends on the slope 
of the line connecting the old and the new point of intersection of 
OO and PP. The steeper the slope of PP, the less an upward move- 
ment of OO will affect S, and the more it will stimulate population 
growth, If it is large, little gain can be expected from improving a 
nation’s productivity, unless it would lead to an escape from Mal- 
thusian equilibrium. Disequilibrium in our model means that OO 
rises above the point of tangency with PP. (If OO is horizontal the 
income level corresponding to this point is S;.) Consequently the 
conditions that govern the rate of population growth at this point 
are also of great importance. With this in mind, we shall try to explain 
why in the Western world per capita income rose almost continuously 
throughout the 19th century even before at last the birth rate began 
to fall, whereas, generally speaking the rest of the world (and espe- 
cially the Orient, with the exception of Japan) has remained as 
poor as ever. 


Ill, APPLICATION OF THE MODEL 


The Effect of Industrialization: Britain and Japan 


An important difference between the world’s developed and under- 
developed areas is, that the former are usually highly industrialized, 
whereas the latter are not. Earlier it has been emphasized that to a 
considerable extent industrialization is likely to be the effect of a 
rising income level, but now it is necessary to stress that the com- 
position of output is also determined by other factors. If it is per- 
missible to speak of a society’s indifference map, then differences in 
the composition of output may occur because production opportunity 


25. Thus the crucial variable turns out to be ¥’(S). 
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curves as well as the indifference maps themselves will vary through 
time and from country to country. A taste for industrial products as 
well as the opportunity to produce them at relatively little expense 
will lead to industrialization at an early stage of development, and 
this will tend to improve the industrial arts. A country which is ahead 
of others in this process is likely to develop export markets and this 
will further stimulate the industrialization at home whereas, under 
unfavorable conditions such as obtained in the colonies, it may be 
detrimental to industrial activity abroad. This is relevant in our 
context, because, as shall be shown, the composition of output and 
the circumstances attending its production, are important determi- 
nants of the shape and the position of the “‘population”’ curve. 

Of industrialization, Malthus expected favorable results. By pro- 
viding opportunities for the masses it would tend to break down the 
(remnants of) the feudal system and advance the cause of civil liberty, 
while, by spreading a taste for conveniences and comforts, it would 
induce the people to greater exertion. This would lead to a more 
rapid expansion of the entire economy. It would also lead to the 
spread of habits suited to prevent undue natural increase and this 
would guard the economic and social gains of the poor?®, This is 
an encouraging picture which implies that the slope of PP will 
become progressively smaller at higher income levels as a result of a 
fall in the birth rate. 

However, the history of industrialization, in countries where, 
stimulated by a considerable export trade, the process proceeded 
rapidly (Britain, Japan), teaches a different lesson. Certainly indus- 
trialization favored a rapid growth of national output, but at the 
same time, as the opportunities for employment of men, women and 
children increased, to the individual laborer in the city there was less 
reason to defer marriage than there had been in the old village 
surroundings. Consequently the birth rate did at first not fall in 
England but rose slightly to remain fairly stable around 34 until the 
decade of 1870-1880, when it began to decline. On the other side 
there is the truly amazing fact that the death rate, which had declined 
during the latter half of the 18th century in a period of which we 
cannot say with certainty whether any advances had been made in 


26. See J.J. SPENGLER, op.cit., Canadian Journal of Economics and Political Science, 
February 1945, p. 108. 
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per capita real income?’, was about as high in 1875 as it had been 
in 1825. Yet in the latter period per capita real income rose very 
considerably according to all indices*®. 

A curve depicting the growth rate of the British population through 
time, presented by Hoffmann, tells the story of the demographic facts 
during this crucial period of British development graphically: Popu- 
lation growth jumped upward around 1750 and again around the 
turn of the century, but then it shows a slight but steady decline 
between 1820 and 1860 from 1.6 to 1.2 per cent. After that a very 
slight increase to 1.3 per cent in 1876 is noticeable, then a slow decline 
to 1 per cent in 1905 followed by a precipitous decline to .7 per cent 
in 1914. The decline after 1876 reflects the combined effect of a falling 
birth rate and a falling death rate, the effect of the former prevailing, 
but the curve between 1820 and 1876 reflects the effect of a high and 
relatively steady birth rate, combined with a lower and, over most 
of the period, slightly increasing death rate. A remarkable circum- 
stance is that the decline in the death rate began almost simultane- 
ously with the decline in the birth rate. Also shown are graphs of 
series that may be considered as indicative of the rate of growth of 
total output. These suggest that between 1825 and 1875 the rate of 
growth of output fluctuated widely, with a moderately declining 
tendency?®. 


27. See T.S. Asuton, An Economic History of England: The 18th Century, London 
1955. On p.235 he writes in conclusion: ‘““The generations that are the subject 
of this volume passed on to their successors a legacy of poverty hardly less great 
than they had themselves inherited.”’ 

28. Thompson gives the following figures for the death rate in this period: 

1838-1842 22.1 1868-1872 22.2 
1848-1852 22.6 1878-1882 20.3 
1858-1862 21.9 1888-1892 19.0 

After that the rate continues to decline. Thompson’s index of real wages over 
the same period (1890-1899 = 100) shows an increase from 60 in 1830-1840 
to 95 in 1870-1880. (WARREN S. THOMPSON, op. cit., p. 70.) 

Colin Clark’s computations regarding real income per head confirm the im- 
pression of a considerable rise in this variable throughout the 19th century: in 
his index, real income per occupied person at 1913 prices shows a value of £47.9 
for 1830-1839 and of £68.3 for 1870-1876. (CoLin Ciark, National Income and 
Outlay, London 1937, p. 232, 247.) 

29. WALTER HorrMann, Wachstum und Wachstumsformen der englischen Industrie- 
wirtschaft von 1700 bis zur Gegenwart, Jena 1940. 
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The wide margin of error of some of the estimates and the theore- 
tical difficulties of computing index numbers of overall productivity 
and per capita real income when the composition of output changes 
notwithstanding, these data, as well as those for Japan over the 
comparable period*®, are eloquent enough. Britain and Japan made 
progress—if we can consider a rise in an index of per capita real 
income, which is not reflected in a decline of the death rate, prog- 
ress—but not in spite of a simultaneously increasing rate of population 
growth. This latter effect did not occur because over-exertion in the 
factories and the squalid and demoralizing conditions of the early 
industrial city more than compensated for any beneficial influence 
on the death rate of an increasing flow of goods and services per head 
of the population. It was not an early fall in the birth rate, but the 
absence of a decline in the death rate, which made the slope of PP 
not only small, but negative, as the misery of near starvation on the 
land was gradually replaced by the misery of the city slums. Britain 
never attained a rate of population growth of more than 1.6 per cent 
per year. The rate of growth of output was higher and ultimately 
this led to real gains in prosperity, reflected in the death rate, but 
not before, around 1870, the birth rate began to decline in the by 
then highly industrialized country. By that time many changes had 
taken place. Social legislation and higher standards of education 
tended to make children more of an economic burden and improved 
contraceptives were propagated and available at prices that brought 
them within reach of the masses. 


Economic Expansion and Population Growth in the Colonies 


The history of the Orient stands in sharp contrast to that of the West, 
and yet some Eastern countries have experienced prolonged periods 


30. For Japan Thompson (op. cit.) gives the following death rate figures: 


1878-1882 18.1 1918-1922 24.0 
1888-1892 20.4 1928-1932 18.8 
1898-1902 20.6 1938-1942 16.4 


1908-1912 20.8 

The early figures are rather unreliable and the increase may (partly) reflect 
improved registration. But it is evident that the death rate did not decline in the 
early period of rapid industrialization, which, as in Britain, was undoubtedly 
accompanied by a greater flow of goods and services per head of the population. 
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of economic expansion as rapid as Europe has ever known. The 
population of Java, for instance, estimated at less than four million 
around 1800*! amounted to over 40 million at the 1930 census. It 
has approximately doubled between 1815 and 1845 and again in the 
next thirty years* and it trebled between 1860 and 1930. This could 
not have occurred without a corresponding growth of total output. 

Colonial policy, which established the conditions for rapid agrarian 
growth, is also partly responsible for the absence of dynamic change 
in this period. If in this time native handicraft had been stimulated 
and modernized instead of being supplanted by Western imports, 
and if more of the surplus produce of the country had been turned 
into consumption of industrial products and investment in a national 
industry, the country’s development might have resembled that of 
Western Europe and Japan. As it was, a taste for conveniences and 
comforts could hardly develop, the population remained in large 
majority rural, and, with frugal habits and more healthy conditions 
prevailing on the land (in the early industrial cities mortality was 
always much higher than in the rural districts), the death rate must 
have been lower than it otherwise would have been at similar levels 
of per capita output. (Of course, the composition of output would also 
have been different, which makes comparisons awkward.) 

These conditions must have served as a double check on a rise in 
per capita income. First, industrialization would probably have 
raised the over-all rate of growth of output beyond what it could be 
under an agricultural system (fuller utilization of labor, greater 
inducements to exertion by peasant and laborer alike). Secondly, 
the effect of changing consumption habits and living conditions on 
mortality and, in later stages, on the birth rate, would have given 
the PP curve a more rapidly declining slope than it had under the 
prevailing conditions. 

Further, it may perhaps be argued for the Orient in general that 
the slope of the population curve at the outset of the period of rapid 
expansion was greater than in Western Europe. This would be due 
to the fact that in Europe a certain measure of prosperity had already 
been attained as a result of habits of prudential restraint among a 
substantial part of the population. Yet the experience of Japan in- 


31. See F.J. VETH, Java, Haarlem 1907, p.8—10. 
32. J.S. FURNIVALL, Netherlands India, New York 1944, p. 195. 
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dicates that the drawback of a very low initial prosperity level is not 
an unsurmountable obstacle even in a densely populated country 
with a poor resource base. In retrospect more significance must be 
attached to the circumstance that Japan’s as well as England’s 
“population” curve soon became conditioned by the position of these 
countries as net exporters of industrial goods, whereas the colonial 
countries did not even maintain industrial production at a level 
sufficient to cover, on balance, the modest requirements of their own 
home markets. 


A Methodological Digression 


The pattern of demographic change in the countries which in the 
past have experienced a period of rapid industrial development 
cannot be explained without reference to the less appealing aspects 
of this industrialization process. These countries have succeeded in 
increasing per capita real income in spite of a high birth rate, but 
this was promoted by the initial failure of the death rate to decline. 
We have excluded this factor in our model, because its occurrence 
in the future, though possible**, is both undesirable and avoidable. 
In our model we assume the desirability of a policy variable which 
causes any increase in per capita real income to be of that nature 
which will reduce the death rate. This is why the rate of population 
growth is conceived as an increasing function of per capita real 
income until the PP curve reaches a turning point under the influence 
of declining natality. To reach an explosive situation under these 
circumstances would require a rate of growth of output far in excess 
of what was required in the past*4, unless it would turn out that under 
the more favorable conditions which we have postulated, the birth 
rate would start to decline at a lower level of per capita real income. 
Those who should object to the norm which is implicit in the shape 
of our population function, can substitute other postulates and modify 
the function accordingly. 


33. It is perhaps not unlikely that squalor and overcrowding as well as bad 
working conditions will prevail in the future industrial cities of the now under- 
developed areas, but whether this will have the same effect on the death rate as 
in the past, may still be questioned. More will be said about this in the next section. 

34. Except perhaps in the United States where a 3 per cent population increase 
per year prevailed for a long time. 
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Change in the “‘Population’’ Curve due to Advances in Medical Science 


At present the PP schedules of many countries are conditioned by 
the spectacular advances in medical science of the past century and 
especially of recent years. The new means of fighting disease have 
been widely applied in some underdeveloped countries and death 
rates have declined precipitously, without any comparable advances 
in per capita real incomes. Thus whereas in most of Western Europe 
during the greater part of the 19th century the death rate was well 
above 20, it has already declined to about half that figure in a few 
of the underdeveloped countries, which now have death rates com- 
parable to those of the world’s economically most advanced nations. 
(However, evaluating these figures we must take into account the 
difference in age distribution. The life expectance at birth in the 
underdeveloped countries showing the most favorable death rate 
figures is still well below that of the most advanced nations.) In these 
countries the rate of population growth has reached or is approaching 
a level of 3 per cent per year, which is similar to the growth rate in 
the United States during its period of most rapid population increase, 
where the figures include the effect of large-scale net immigration. 
This has led Kingsley Davis (who in a recent article*®* has called 
attention to “the amazing decline of mortality in underdeveloped 
areas’) to argue that “the view that declining death rates in under- 
developed areas depend on general economic progress in those areas 
arises in part from a careless application of principles taken from 
Western history’’. 

With the analytical framework developed in this paper it is easy 
to resolve the conflict between Professor Davis and the adherents of 
the view which he criticizes, for the difference is probably purely 
semantical. In terms of our graph an improvement in medical know- 
ledge and its application causes an upward shift of the PP curve 
because at any given level of per capita income, the death rate will 
tend to fall. If this should be the only thing that happens, A, the point 
of intersection of PP and OO moves to the left and per capita real 
income declines. A mere improvement in medicine and sanitation 
cannot cause a decline in the death rate in countries that are caught 


35. Kincstey Davis, ““The Amazing Decline of Mortality in Underdeveloped 
Areas’’, American Economic Review, May 1956, p.305/306. 
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in the Malthusian trap and it will even cause an increase in the death 
rate if OO should have an upward slope. This analysis confirms an 
observation which has often been made regarding health programs 
in underdeveloped areas, namely that the eradication of plagues has 
merely led to a greater impact of other diseases, such as tuberculosis, 
which result from bad nourishment and bad housing**, On the other 
hand, a decrease in mortality can come about without any improve- 
ment in medical care if the rate of growth of output increases (upward 
shift of OO), and this will also cause a rise in S, although this latter 
effect may be slight if the slope of PP is steep. 

What Professor Davis probably means then, is, that if OO and PP 
should shift in the upward direction simultaneously, which is not 
unlikely in a country which has resolved to tackle distress both on 
the medical and on the economical front, the effect of the measures 
on S may be negligible because two offsetting tendencies operate at 
the same time. Then there will be no development in the sense that 
per capita real income increases, but the fall in the death rate and 
the natural increase of the population are still indicative of rapid 
economic expansion. 

Such simultaneous shifts also explain why in those underdeveloped 
areas which, like Java, have known periods of rapid economic growth, 
income per head did not rise above the pre-colonial stagnation level, 
perhaps even declined below that level. Although we have argued 
that probably the slope of PP was steep, this is not enough to explain 
the absence of any improvement in real incomes. In Java, where 
around 1930 the death rate had fallen as low as 17, colonialism 
brought economic expansion, but also improvement in popular 
health. Yet in spite of all efforts to keep the death rate low, it rose 
from 16.5 in 1933 to 19.9 in 1940, probably for lack of sufficient 
expansion of the food supply. 

If in the future, with improved methods of disease control, rapid 
economic expansion is to take place, we can expect the death rate 
in the expanding underdeveloped country to decline precipitously 


36. In so far as this occurs with a time lag, whereas the health measures which 
cause PP to shift in the upward direction may take immediate effect, the death 
rate may temporarily decline below the equilibrium level determined by OO. 
And, of course, during the period of adjustment, per capita income declining, 
output will increase less rapidly than population. 
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even in unsanitary cities if, indeed, it has not already reached a very 
low level. If under such conditions the birth rate should not fall below 
levels now prevailing, the population will grow very rapidly, the food 
supply permitting, and this may occur without a great deal of im- 
provement in per capita real income. Malthusian equilibrium might 
still prevail if output grew as rapidly as 3 to 4 per cent per year or 
more, and this rate would have to be maintained indefinitely, also 
in agriculture, in order to prevent an upsurge of the death rate 
resulting from undernourishment. 

Whether under the postulated conditions the underdeveloped 
countries will be able to reach rates of economic growth which would 
free them from Malthusian equilibrium, is a question which cannot 
be answered categorically. The requirements are greater than in the 
past, but the determination and the technological means of meeting 
them have also improved. For each country the answer will depend 
on such factors as the resource base, the amount of foreign investment 
and foreign aid that it will be able to attract, the development of its 
foreign trade relations, organizational ability ofits people, the wisdom 
and dedication of its leaders. In some countries, where on the whole 
these conditions are relatively favorable, as for instance Mexico, 
progress is already being made. In others the required expansion rate 
is perhaps more than can reasonably be expected. But we can say 
this: in almost all cases the most determined efforts to eliminate 
poverty will be seriously hampered if the population increases at 
rates of 3 per cent or more. This is so in spite of the circumstance that 
to a certain extent population growth can itself be a powerful stimu- 
lant to investment®’. Ultimately the need for consumption goods will 
put a definite limit to the share of current output that can be allocated 
to investment. One ought therefore to consider the means by which 
the population growth can be restricted. 


Emigration and Transmigration 


Low mortality being a desirable objective in itself, we have visualized 
economic expansion along lines suitable to further a decline in the 


37. This means that, when the OO curve shifts as a result of a change in a 
parameter, a multiplier effect may occur, causing a series of subsequent induced 
shifts of decreasing magnitude in the same direction. 
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death rate. This leaves us with two possibilities to obtain a favorable 
(downward) shift of the PP curve: emigration and birth control. 

Emigration has an immediate effect on the PP curve, but also a 
postponed effect, namely through the birth rate, if the emigrants 
contain a higher than average percentage of people in the repro- 
ductive age groups. Therefore, per capita real income in the country 
of origin is likely to be influenced favorably, if we assume that no 
offsetting downward shift of the OO curve will occur. A shift in OO 
may take place as a result of the departure of people who were 
engaged in the production process and cannot easily be replaced 
without losses elsewhere. In a country with widespread under- 
employment production may hardly be affected at all, unless the 
emigrants possessed special skills. Another relevant matter is the 
financing of the transportation cost and whether the emigrants take 
capital out of the country. 

Compared to emigration to foreign countries, transmigration 
within the national boundaries is usually much more expensive, for 
in addition to transportation it entails the initial outlay of opening up 
new areas and helping the people through the beginning stages of 
pioneering. 

Economically, transmigration outlay should be considered as pro- 
ductive investment, which should be undertaken if the expected 
yields can rival with those of other investment opportunities. Cer- 
tainly it is not a panacea for all the difficulties resulting from “‘over- 
population” in some areas when there is “underpopulation” in 
others. Yet there is a most unfortunate tendency in certain countries 
to consider the problem of excessive population growth as settled 
with the remark that the country is not “overpopulated”’, but that 
the population is merely “‘maldistributed”’. 


Birth Control 


Like emigration, birth control, to the extent that it is adopted inde- 
pendently from gains in per capita real income, will lead to a down- 
ward shift of the PP curve and that is undiluted gain, even if it should 
not lead to a decline in the rate of increase of the population. As we 
can see in the graph, the latter effect will be prevented if the shift is 
insufficient to bring about disequilibrium, but in the new equilibrium 
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position real income will be higher and the death rate lower than 
before. (If OO slopes upward, the fall in the death rate will exceed 
the fall in the birth rate.) Further, the only hope of a number of 
countries, comprising a large proportion of the world’s population, 
of achieving disequilibrium may lie in the occurrence of such a shift. 
Finally, in the case of disequilibrium, the pace at which advances in 
real income can be made will still depend upon the birth rate. 

The pessimistic view about birth control is, that it can only follow 
in the wake of progress, whereas all progress may be jeopardized by 
the high birth rate, so that we have a vicious circle. Bui others think 
that investigations seem to indicate that, ifcontraceptives were propa- 
gated and made available at low prices (if necessary subsidized), 
birth control would spread. 

It has been alleged that it has proved easier to control the death 
rate in the underdeveloped countries than the birth rate, but such 
a conclusion would only seem justified if the introduction of birth 
control had been attempted with an energy comparable to that with 
which the eradication of plagues has been achieved. To quote 
Buchanan and Ellis: “‘ Persons experienced in public health programs 
to be carried on outside their own culture area have often stressed 
the intricate difficulties encountered in getting the local population 
to accept even the simplest remedies or to modify traditional prac- 
tices ever so slightly.”°* These difficulties, unsurmountable as they 
may have appeared at times have been largely overcome, judging 
by the results. Increased awareness of the complementarity of the 
individual aspects of social change is perhaps gain, but it can also be 
exaggerated. It would be defeatist to conclude that traditional fer- 
tility patterns cannot be changed by deliberate effort, before this has 
been tried with all the force of the conviction that a prosperous future 
of the underdeveloped world will to a considerable extent depend 
on the measure of success of the effort. 


University of Virginia, Joun E. Moes 
Charlottesville (U.S.A. ) 


38. NorMAN S. BucHANAN and Howarb S. Extis, Approaches to Economic Develop- 
ment, New York 1955, p. 113, footnote 48. 
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SUMMARY 


The Malthusian doctrine of population emphasizes the tendency to diminishing 
returns under the influence of population pressure on a given resource base. 
Looking back into the past as it appeared to Malthus, this view seems fully justified. 
In the next 150 years, however, diminishing returns ceased to be a prevailing 
historical tendency as institutional barriers to growth were removed, new areas 
opened up and scientific production methods introduced. 

But history has also shown that general poverty is not necessarily eliminated 
when rapid economic development takes place over a prolonged period. To explain 
persistent poverty under such conditions, we cannot refer to diminishing returns. 
Yet we must not infer from this that Malthus is obsolete. There is a basic tenet 
in the Malthusian approach which has lost nothing of its empirical validity in 
the low income countries, namely “‘the constant tendency in all animated life to 
increase beyond the nourishment prepared for it’’. Reformulated in precise terms, 
this statement proves a fruitful starting point for the development of a dynamic 
Malthusian model. 

In this model population growth appears as an increasing function of per capita 
real income over the lower range of the latter variable. However, the rate of 
growth declines as real income increases, successive increments in income having 
a diminishing influence on the death rate, until a turning point is reached as a 
result ofa fall in the birth rate. The rate of growth of output, with which the popula- 
tion growth is contrasted, is primarily institutionally determined. In terms of this 
model the basic Malthusian tenet becomes that interaction of the two relation- 
ships outlined above, will lead to a stable equilibrium. To obtain self-perpetuating 
gain means to escape from this equilibrium, which may well be termed the 
‘*Malthusian trap’’. 

The model offers an explanation of the difference in development between the 
industrialized countries of the West and the still primarily agrarian countries of 
the Orient, where economic growth failed to raise prosperity. Paradoxically, it 
was the misery of the industrial proletariat which enabled such nations as Britain 
and later Japan to escape Malthusian equilibrium. If today’s low income countries 
wish to avoid this development pattern, they should give a great deal of attention 
to the introduction of birth control. Only then can advances in medical science 
be expected to result in a permanent lowering of the death rate and economic 
expansion in a marked increase in prosperity. 


ZUSAMMENFASSUNG 


Eine dynamische Interpretation des Bevilkerungsprinzips von Malthus. Das Malthussche 
Bevélkerungsprinzip legt den Nachdruck auf die Tendenz zu abnehmenden Er- 
tragen, die auf den Einfluss des Bevélkerungsdruckes bei gegebenen Ressourcen 
zuriickzufiihren ist. Blickt man in die Vergangenheit zuriick, wie sie Malthus 
vorfand, so scheint diese Auffassung vdéllig gerechtfertigt zu sein. In den darauf 
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folgenden 150 Jahren war jedoch eine vorherrschende Tendenz zu abnehmenden 
Ertragen nicht mehr festzustellen, weil die institutionellen Hindernisse zu wirt- 
schaftlichem Wachstum beseitigt, neue Gebiete erschlossen und wissenschaftliche 
Produktionsmethoden eingefiihrt worden waren. 

Aber die Geschichte hat auch gezeigt, dass allgemeine Armut nicht not- 
wendigerweise verschwindet, wenn iiber eine langere Periode die Wirtschaft sich 
rasch entwickelt. Anhaltende Armut lasst sich unter solchen Bedingungen nicht 
durch das « Gesetz» abnehmender Ertrage erklaren. Doch darf anderseits hieraus 
nicht gefolgert werden, dass die Malthussche These iiberhaupt hinfallig sei. Denn 
die Doktrin fusst auf einem grundlegenden Prinzip, das in den unterentwickelten 
Landern nichts von seiner empirischen Giiltigkeit verloren hat, namlich «der 
unveranderlichen Tendenz aller Lebewesen, sich iiber den gegebenen Nahrungs- 
spielraum hinaus zu vermehren». Fasst man diese Aussage in genaue Begriffe, 
so ergibt sich ein fruchtbarer Ausgangspunkt fiir die Entwicklung eines dynami- 
schen Malthusschen Modells. 

In diesem Modell ist das Bevélkerungswachstum eine steigende Funktion des 
Realeinkommens pro Kopf in den unteren Bereichen dieser Variablen. Doch 
nimmt die Wachstumsrate mit zunehmendem Realeinkommen ab, weil der Ein- 
fluss auf die Sterberate geringer wird, und schliesslich wird als Folge eines Riick- 
gangs der Geburtenrate ein Wendepunkt erreicht. Die Wachstumsrate der Pro- 
duktion, welche dem Bevélkerungswachstum gegeniibergestellt wird, ist primar 
institutionell bestimmt. Das grundlegende Malthussche Prinzip wirkt sich im 
Rahmen des Modells so aus, dass die Wechselwirkung der beiden genannten 
Beziehungen zu einem stabilen Gleichgewicht fiihrt. Um eine dauerhafte Ver- 
besserung des Realeinkommens pro Kopf zu erzielen, muss dieses Gleichgewicht, 
das man sehr wohl als « Malthussche Falle» bezeichnen kann, durchstossen 
werden. 

An Hand des Modells lasst sich der Entwicklungsunterschied zwischen den 
industrialisierten Landern des Westens und den noch vorwiegend agrarischen 
Landern des Ostens, wo das wirtschaftliche Wachstum die Prosperitat nicht zu 
heben vermochte, erklaren. Paradoxerweise war es die Not des industriellen Pro- 
letariats, die Landern wie England und spater auch Japan erméglichte, dem 
Malthusschen Gleichgewicht zu entgehen. Wenn die heutigen unterentwickelten 
Lander diese Entwicklungsphase vermeiden wollen, sollten sie der Einfiihrung 
der Geburtenkontrolle besondere Beachtung schenken. Nur dann kann erwartet 
werden, dass die Fortschritte der Medizin zu einem dauernden Sinken der Sterbe- 
rate fiihren werden und die wirtschaftliche Expansion zu einem deutlichen An- 
stieg der Prosperitat. 


RESUME 


Une interprétation dynamique du principe de la population de Malthus. La doctrine mal- 
thusienne de la population met l’accent sur la tendance aux revenus décroissants 
qui est due a l’influence de la pression de la population compte tenu des ressources 
données. Si l’on considére Vhistoire telle qu’elle se présenta 4 Malthus, ce point 
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de vue parait entiérement justifié. Toutefois, durant les 150 ans qui ont suivi, 
les revenus décroissants ont cessé d’étre une tendance historique dominante, du 
fait que les obstacles «institutionnels» au développement économique ont été 
écartés, que de nouveaux domaines furent mis en valeur et que des méthodes 
scientifiques de production furent introduites. 

Mais V’histoire a aussi montré que la pauvreté générale n’est pas nécessairement 
éliminée quand un développement économique rapide a lieu pendant une période 
prolongée. Dans de telles conditions, la pauvreté persistante ne peut s’expliquer 
par les revenus décroissants. Pourtant, on ne saurait inférer de la que la thése 
malthusienne soit surannée. Car la doctrine repose sur un principe fondamental, 
qui dans les pays sous-développés n’a rien perdu de sa validité empirique, a savoir 
«la tendance constante de tous les étres vivants de se multiplier au-dela des moyens 
de subsistance donnés». Exprimée en termes précis, cette régle constitue un point 
de départ fructueux pour le développement d’un modéle malthusien dynamique. 

Dans ce modeéle, l’accroissement de la population apparait comme une fonction 
croissante du revenu réel par téte dans les degrés inférieurs de cette dernié¢re 
variable. Cependant, le taux d’accroissement décline 4 mesure que le revenu réel 
s’accroit, les augmentations de revenus ayant une influence de plus en plus faible 
sur le taux de mortalité jusqu’a ce que soit atteint un point de revirement 4 la 
suite d’une baisse du taux de natalité. Le taux d’accroissement de la production 
avec lequel l’augmentation de la population est mise en paralléle est déterminé 
en premier lieu par des facteurs «institutionnels». Dans le cadve de ce modéle, 
le principe malthusien fondamental agit de telle sorte que l’interaction des deux 
relations susmentionnées conduit 4 un équilibre stable. Pour réaliser une amélio- 
ration durable du revenu réel par téte, cet équilibre que l’on peut trés bien 
qualifier de « piége malthusien» doit étre rompu. 

Le modéle offre une explication de la différence de développement entre les 
pays industriels de l’Occident et les pays encore essentiellement agricoles de 
Orient, ou la croissance économique n’a pas pu augmenter la prospérité. Para- 
doxalement, ce fut la misére du prolétariat industriel qui a permis a4 des pays 
comme la Grande-Bretagne et plus tard le Japon a échapper 4a l’équilibre malthu- 
sien. Si aujourd’hui les pays sous-développés veulent éviter cette phase d’évolution, 
ils devraient vouer une attention particuliére 4 l’introduction du contréle des 
naissances. C’est 4 cette condition seulement que l’on peut attendre des progrés 
de la médecine un fléchissement durable du taux de la mortalité et escompter de 
l’expansion économique une nette augmentation de la prospérité. 





THEORETICAL WELFARE ECONOMICS: 
A COMMENT! 


I 


Dr. Graaff has carved a beautiful tombstone for ‘‘Welfare Economics’. The 
workmanship is of the highest quality and those who—like the reviewer—appreci- 
ate this form of art will find the book very rewarding. With but a very few ex- 
ceptions, the exposition is extremely clear, although quite terse. This is no book 
for a beginner, nor even for an intermediate student; but it would be a fine whet- 
stone for a candidate preparing for his doctoral examination in economic theory. 

There are twelve chapters, of which the first five deal with the meaning of 
social welfare; the conditions under which it is possible to say that one situation 
involves a higher level of social welfare than some other situation, etc. The mathe- 
matical appendices to Chapters 1, m1 and rv, though very compact, are well done 
and are the most complete statement of the mathematics of welfare maximization 
of which this reviewer is aware. 

In the text of these chapters, Dr. Graaff painstakingly examines the various 
criteria used for deciding when welfare has increased; the tests for determining 
when welfare is at a (constrained) maximum and similar matters. Like most recent 
writers in this field, he strongly accentuates the negative, so that he is forever 
telling us how restricted are the conditions under which it is possible to say any- 
thing at all. The main argument is hardly new, but in the course of restating it, 
Graaff exposes a number of errors and/or ambiguities in the work of earlier authors. 
For this reason alone, the book is likely to become a standard reference for students 
of the subject (provided Graaff’s argument does not reduce their number to zero). 

Chapters vi-vim expound the various obstacles to achieving a Paretian opti- 
mum that result from indivisibility, uncertainty and capital accumulation. The 
discussion is generally good, though it proceeds along wellcharted lines and breaks 
new ground only in that it stresses the logical necessity of imposing, ‘“‘paternalistic- 
ally’’, an horizon (i.e., of arbitrarily deciding the amounts of capital assets to exist 
at the end of a “‘reckoning period’’) if the social welfare function is not to be 
arbitrarily restricted?. 

Chapter rx is an excellent discussion of the implications of the idea that a 
country should maximize its own welfare through an appropriate set of tariffs (or 
other impediments to trade). The critical comments on the literature are especially 
good in this chapter. Chapter x deals with welfare and marginal cost pricing. 
Chapter x1 critically surveys the attempts to relate indices of social (e. g., national) 
income to indices of social welfare; once again, Dr. Graaff scores a number of 


1. A review article of J. pe V. Graarr, Theoretical Welfare Economics. Cambridge, England, 1957. 
Cambridge University Press. x, 171 p., 22s. 6d. 

2. That is if we are not to insist that only the wishes of persons now alive are to influence the social welfare 
function, we must somehow “‘arbitrate”’ between the wishes of present and future generations in deciding on 
the level of the capital stock at some date in the future. 
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points off his predecessors the net effect of which is to restrict even further the class 
of statements that can be made concerning the relation between social welfare and 
social income. The conclusion of Graaff’s study of welfare economics, Chapter xu, 
is that, ‘‘the possibility of building a useful and interesting theory of welfare 
economics—i. e., one which consists of something more than the barren formalisms 
typified by the marginal equivalences of conventional theory—is exceedingly 
small’’. This does not worry him too much for he feels “‘very strongly that the 
greatest contribution economics is likely to make to human welfare, broadly 
conceived is through positive studies—through contributing to our understanding 
of how the economic system actually works in practice—rather than through 
normative welfare theory itself’’. Before discussing this, let us first consider a 
technical point. 


II 


The only major technical criticism I have to offer concerns Graaff’s remarks about 
interpersonal comparisons of utility. He says “economists do not really mean that 
interpersonal comparisons are ‘impossible’. All that they mean is that they cannot 
be made without judgements of an essentially ethical nature. If we make these 
explicitly, we can formalize them in the shape of a Bergson social welfare function 
of the individualist type’’*. In my view economists do—or ought to—mean 
that interpersonal comparisons of well-being are “‘impossible’’. To see why this 
is so, suppose there is unanimous agreement upon a specific welfare function, 
W = W(U,,..., Un) where W represents welfare and U; is the utility of the i 
individual. Then suppose there is specified a distribution of each of the k goods 


and services, Xj, 7 = 1, ..., k which may enter into an individual’s utility function, 
among n individuals; i.e., we are given X,, Xy9, ..-, Xiz3 Xay --+> Xox 
Xnis +++» Xnk- This should be sufficieut, given the welfare function, to determine W. 


But it will not be sufficient if any two individuals (accepting the same welfare 
function) disagree as to the relative marginal utilities of any one commodity to 
two different individuals; this involves an issue of fact. 

Because the utility indicators are arbitrary up to a positive transformation, 
the problem of making inter-personal comparisons is trivial provided we do not 
encounter problems of external effects in consumption. But suppose, for example, 
that two “‘welfare judges’’ disagree as to whether the reduction in the utility of the 
itt person from.an increase in the consumption of the m** commodity by the j*” 
person is greater than the resulting increase in j’s utility. Then depending upon 
who is right, welfare will increase or decrease according to a given welfare function. 
But, on Graaff’s definition of utility—or any other of which I am aware—there is 
no imaginable test or set of tests that could in any way constitute evidence in 
support of either side in this debate. It is this that is meant when it is asserted that 
it is ‘impossible’? to make interpersonal comparisons of utility; and this has 
nothing to do with ethics. 

The remarks of the previous paragraph suggest that it is misleading to write 
the social welfare function as depending upon the utilities of the various individuals. 


3. There are some further remarks in the same vein on p. 37/38. 
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For this implies that value judgments are made about the interpersonal distri- 
bution of utilities. What ought to be intended by W = W (Uj, ..., Un) is that 
social welfare depends (inter alia) upon the distribution of ‘‘resource control’’ 
among the members of the community. Because we wish to permit the individuals 
to dispose freely of these resources we do not make W dependent upon a specific 
allocation of them among the members of the group involved. Hence there is a 
problem of indicating the amount of resource control given to each individual; 
assuming rationality, the more resource control an individual is given the higher 
his utility level, and hence a set of values of the U’s indicates a class of sets of 
commodity bundles distributed among the community. However, the value 
judgments reflected in the choice of a social welfare function do not refer to the 
U’s, but to the resources that are to be distributed. These conditional value judg- 
ments are of the following form: if the prices, p,q, ---, P,_1, q obtain (a indicating a 
given equilibrium position of the economy) then the distribution of resources 
should be X{9, ..., X‘4, where the k** commodity is numeraire; if pyp, ---5 Pea,» 
obtain, the distribution should be X(4), ..., X‘4, etc. Writing this out is more 
cumbersome than making social welfare a function of the utilities of the members 
of the community. But it guards us against misinterpretations of the above kind. 


III 


Graaff’s virtual rejection of welfare as a proper branch of economics is entirely 
consistent with his argument and follows necessarily from his approach to the 
subject, provided one accepts his premise that the value judgments of individuals 
are not sufficiently similar to make it possible to form welfare judgments ‘‘with 
which a significant number of men are likely to concur’’. However, the premise is 
suspect. For welfare economics is an attempt to guide social policy by the criterion 
that if some one is better off in situation A than in situation B, and no one is 
worse off in A than in B, then A is superior to B. If we add to this criterion the 
proviso that the distribution of welfare is not considered worse in A than in B, 
then the value judgment that situation A is superior to B will command broad 
acceptance. 

Attempts to apply this criterion, via the compensation principle, are subject to 
many difficulties which Graaff makes all too clear. However, these difficulties do 
not preclude application of the compensation principle to some situations. They 
merely compel us to investigate each situation carefully to see whether the compen- 
sation principle is applicable and controlling. Such investigation implies ascertain- 
ing whether (1) the Scitovsky “‘double-test”’ is satisfied (this refers to applicability) *; 


4. That is, satisfaction of the Scitovsky double-test insures that moving from A to B increases welfare (by 
the compensation principle) and that moving from B to A does not. Scitovsky showed that it is possible both 
for a movement from A to B to increase welfare and for the reverse movement (from B to A) also to increase 
welfare. The satisfaction of the double-test precludes this possibility. Graaff (following Samuelson) argues 
(p. 87) that the double-test is inadequate because there may be still other points lying between A and B that 
are superior—for movements in one direction—to both A and B. However, this is not a very serious matter 
unless we have some way of knowing where these positions lie. For purposes of policy it is enough to know 
that A is unambiguously superior to B, without worrying about whether some unknown third position might 
be better than either. 


————EE 








THEORETICAL WELFARE ECONOMICS: A COMMENT 87 


and (2) whether the proposed action® has consequences for income distribution 
that are unacceptable and, if so, how important they are. 

Looked at in this way, the importance of welfare economics is an empirical 
matter. That is, the importance of welfare economics (which is here identified with 
the compensation principle) increases with the number and economic importance 
of the social decisions in which the compensation principle is both applicable and 
controlling. The reviewer’s opinion is that legislators frequently levy taxes, 
impose quantitative restraints on transactions, etc. without any real awareness of 
the potential economic loss from violating the marginal conditions of a Paretian 
optimum, and that it would be well for them to be reminded of these losses. ‘This 
reminding must be done by economists. To say this is far from arguing that 
questions of social policy should always be decided—where conceptually possible— 
by applying the compensation principle. But it is also some distance from Graaff’s 
complete denial of the relevance of welfare economics to social policy. 

The role of the compensation principle is to serve as one item on a check list of 
factors to consider before a government takes action. Another item that might be 
considered is whether the contemplated action is likely to lead to group conflict; a 
third might be whether the proposed action will increase the inequality of the 
income size distribution; etc. If the compensation principle can serve as a useful 
item on such a check list the study of welfare will continue to be a viable part 
of economics. Whether this is the case will not be decided by abstract argument, 
but by concrete applications. 

In fine, Graaff has written an excellent book, but I hope it will be the last 
general work on the “‘principles’’ of welfare economics. These principles, and their 
limitations, are now clear enough. The task is to apply them—if possible. Useful 
work in welfare economics will henceforth be found in recommendations con- 
cerning specific public policies and—let us hope—in brief appendices which 
make explicit the nature of the welfare judgments implied by such recommend- 
ations. If and when similarities in welfare judgments about different practical 
questions begin to appear, it may again be time to consider general principles. 


Stanford University and Center for Advanced Study M. W. REDER 
of the Behavioral Sciences, Stanford, California (U.S. A.) 


5. These ‘‘actions” are usually thought of as being those of a public body. However, in principle, they 
could be those of any entity whose actions affect the satisfaction or technical efficiency of any other entity, 
either “directly” or by altering the quantity of resources available to it. 





AMERICAN SOCIOLOGY FOR EUROPE?! 


The books break almost virgin ground in Europe. The book on the Interview 
deals with the principal tool of modern Sociology, which is being used and inci- 
dently also abused, on an ever expanding scale. This tool is treated here most 
exhaustively in all its various steps and stages, in all its forms and under all its 
various aspects, as method, as art and social act. The book is meant as a handbook 
composed of contributions by various authors. In such a study repetition as well 
as common place could not be avoided but those drawbacks appear relatively 
rarely and they are confined mostly to the more general treatments of the subject. 
From the contributions those of Daniel Katz, Hans Zeisel and Mildred Parten 
merit special mention for their lucidity and freshness of approach. 

The book is actually a second edition, enlarged and improved, of a book 
published a few years ago and its success proves its general usefulness, however the 
publishers claim that the changes or rather improvements are so substantial that 
it can be regarded as a new book. It is a pity that the book inspite of its bulk could 
not find a special place for the casework interview, although the rise of social 
casework closely linked with social research, especially family research, would 
justify a special place in a book devoted to practical social studies. Also the quali- 
tative interview could be given a more exhaustive treatment than that presented 
by the Bureau of Applied Social Research at the Columbia University. 

The second book devoted to Observation and Experiment divides nearly 
equally its attention between both methods but I would say that the part given to 
the Experiment is much more interesting and inquiring. Here the contributions of 
John French, Ronald Lippitt and Leon Festinger will attract wider interest. Of 
course the use of the term “‘experiment”’, for controlled purposeful manipulations 
in social sciences is a moot point altogether, but the most recent manipulative 
observations show great imaginative ingenuity and their designs are being con- 
stantly improved. 

In the part devoted to Observation we find both general methodology and 
description of case-studies. The treatment is uneven and some contributions are 
mere records of personal experiences. However the practical examples are always 
illuminating and sometimes entertaining. 

The book on Observation and Experiment does not deal as exhaustively with 
its subject matter as the book on the Interview. What is primarily missing is a full 
account of methods of Social Dynamics on the one hand and Sociometry on the 
other. The treatment of both methods is fragmentary and rather implied than 
presented systematically. We could also expect a special chapter devoted to com- 
parative methods which were so fruitfully applied as a substitute for experiments. 

Both books supplement each other and actually form a consistent whole. They 
have the same approach and are derived from the same source, devoted to de- 


1. A Comment on René Koenie (ed.), Das Interview: Formen, Technik, Auswertung (2nd ed.), and Beobach- 
tung und Experiment in der Sozialforschung. (Praktische Sozialforschung Vols. 1 and 1.) Cologne 1957 and 1956. 
Verlag fiir Politik und Wirtschaft. 394 p. pM 14.80, and 345 p. DM 12.50. 
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scription of American methods of research presented mostly by American scien- 
tists. Their emphasis is on practical application of modern research methods to 
problems of everyday life, however with an elaborate system of methodological 
theory behind them. They both are endowed with an up to date bibliography and 
most excellent glossary of English terms in German prepared by Institutes of social 
research in Frankfurt am Main and in Kéln. However it is to be regretted that an 
index is missing in both books; there is neither an index of names nor a subject 
index. In a handbook a good index enhances the usefulness of the book. 

In both books the Editor provides an Introduction to the subject which he 
calls “‘practical social research’’ (Praktische Sozialforschung) meaning by it social 
research significant for our age dealing with concrete problems and influencing 
their solution. Here the Editor tries to set up a common framework for the subse- 
quent contributions, placing them in proper perspective and building them up as 
parts of a larger structure. The Introductions are clear and lucid but they do not 
make a new contribution to the puzzling old question: “‘Sociology for what?” The 
Editor mentions the query but does not try to answer it, although, I would say, the 
answer would be a proper starting point for a book on methods. Are not methods 
related to objectives as well to subjects? 

In the second volume devoted to Observation and Experiment most contri- 
butions are dealing with research on small communities. Out of twelve contri- 
butions in this volume at least eight can be classed as studies belonging to the field 
of micro-sociology. In fact the approach to macro-sociology which formed the 
bakbone of classical sociology is completely missing. 

A preliminary classification of social sciences as to the scale, objectives, 
methods and subjects, could form a useful basis for treatment of methods. The 
methods in both handbooks are mostly treated in abstraction as methodological 
problems as such but they are often not related to objectives which they are sup- 
posed to serve. The examples and illustrations presented in the monographies are 
mostly derived from the realm of social psychology and social anthropology but 
the precincts of sociology are much wider. We have economic sociology (to 
mention only Pareto, Sombart or Veblen), labour sociology (Le Play or Elton 
Mayo), sociology of education and learning (Brown, Knight or Richey), sociology 
of religion (Max Weber or Tawney), sociology of art (Benedetto Croce), sociology 
of science (Max Scheler or Karl Mannheim), sociology of history (Comte, Marx). 
In fact every single domain of human activity has its sociology, or its part in 
sociology and the peculiarities derived from the subject matter must have a 
bearing on the best methods employed which must be adapted in response to 
specific objectives. 

The best approach to the problems of methods is the evangelical dictum: “‘By 
their fruits Ye shall know them’’. Judged by this criterion we may say that the 
methods of social research as employed on the other side of the Atlantic, have still 
to justify themselves. America has not yet produced a Weber or Durkheim or a 
Pareto. That may still come. But insistence on finely controlled methods, the 
emphasis on technique, the predominance of technical devices may hamper the 
appearance of such stars which more frequently move in an atmosphere of free- 
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dom, as their spirit moves them. The purity of methods and controls may produce 
a hundred per cent pure atmosphere, free from any contamination but also free 
from life whatever. An atmosphere of sterilization often produces an atmosphere 
of sterility, and that is what may be feared of the new methods, if they are driven 
to the bitter end. 

The mechanistic approach, the emphasis on technique, machinery and mass- 
production which characterizes the American civilization and culture, led also its 
sociology to the emphasis on technique, mechanics and mass-production. The 
machine based research is controlled, as all machinery must be and is based on 
teamwork, as most work centered around machines is. There is hardly a place for 
an individual craftsman who does the whole product like a craftsman-artist did. 
The product is drab, grey in grey, lacking in individuality. In fact we can hardly 
find a specific personality behind any empirical study in the usa, as such studies 
are based mostly on teamwork and mechanical operation. They are conceived and 
executed by a scientific, administrative and executive staff with an elaborate 
machinery behind it. The success is a collective and partly also a technical achieve- 
ment. It carries weight by mere mass of capital and human resources employed. 
It follows the lines of extreme specialization, dissecting the atoms but leaving aside 
the ligaments, the organic structure, the animating breath of life. 

Judged by mechanical standards and devices, social scientists in Europe will be 
always hopelessly handicapped and can lead only a shadowy existence behind 
their American colleagues. So welcoming the new useful handbooks of social 
research in America, very useful indeed in their own rights, it is as well to re- 
member that as much as America follows its own clues derived from the basic 
values of its own culture, so also Europe must follow its own course. The contri- 
bution of each culture lies just in following its own clues, its own values and basic 
orientations. 

If we learned anything from sociology it is the awareness that science itself is 
socially conditioned in this sense that it is based on assumptions tacitly accepted 
in a given culture, centred around problems valid for this culture, and treated by 
way of methods suggested by the general style of life and technology. 


London F. ZwEIc 
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AN ANALYSIS OF MODERN INFLATION! 


The great inflation of the forties has been superseded by the creeping inflation 
of the fifties; together with the pace, the nature of the inflationary process and 
the environment in which it develops have substantially changed. However, this 
work by Professor Brown, issued under the auspices of the Royal Institute of 
International Affairs, apart from its permanent interest as a masterly analysis 
of one of the great inflationary waves in history, has lost none of its actuality 
since its appearance in 1955, for it deals in its central and perhaps most original 
part with the problems of cost-push inflation which have plagued the western 
economies ever since. It is hoped that the present somewhat belated review may 
still serve a useful purpose in drawing attention to some of the author’s con- 
clusions on this subject. 

In Chapter 1 the inflationary gap is defined as the propensity of the com- 
munity to spend more than its current income. If, through rationing and other 
controls, this propensity is restrained and expenditure equated to current income, 
there results a condition of suppressed inflation; if it is not, the excess expenditure 
will be reflected in price increases and/or an import surplus. Since the import 
surplus ‘‘fills the gap”’, the resulting condition is not considered as being in- 
flationary, although expenditure has in fact exceeded current income. In other 
words, the approach chosen by the author is not the national-accounting one 
of studying the balance between domestic resources and national expenditure— 
which means that cases, such as those witnessed in western Europe during recent 
years of economies in which the overload has found expression in the imbalance 
of foreign payments rather than in price increases, would remain outside the 
scope of the author’s enquiry. 

The author assigns an important role to rises in the prices of imported raw 
materials as primary factors behind inflationary developments. He considers that 
the prices of manufactures are largely cost-determined, and that in turn the main 
cost component, namely the price of labour, is adjusted to changes in the cost 
of living, so that ultimately, in industrial communities largely dependent upon 
imports, the prices of imported raw materials and foodstuffs may be the most 
powerful and direct price-raising influence, while in more self-sufficient com- 
munities it is the price of labour that plays the main role. The author would not 
deny that in the latter case monetary policy could, with some difficulty, be used 
to contain the demand for labour, but he appears to consider that his conclusion 
applies with special validity to the years under review, when ‘‘ money was generally 
either superabundant or freely supplied in response to the needs of trade’’. By 
recognising that the acceptance of wage claims is dependent upon this monetary 
condition, the author in fact introduces monetary policy into the chain of cau- 
sation; the non-availability of money to finance increased transactions is given 
in Chapter 4 as one of the conditions for the convergence of the wage-price 


1. A review article of A. J. BRown, The Great Inflation, 1939-1951. London / New York / Toronto, 1955. 
Oxford University Press. xm, 321 p. 30sh. 
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spiral, and in Chapter 8 the injection of new purchasing power is stated to be a 
condition for the progress of hyperinflation. However, the actual course of the 
monetary, credit and fiscal policies in the various countries is left in the back- 
ground. Readers must therefore be receptive to highly abstract formulations in order 
to realise that monetary policy has a place in the author’s theoretical framework. 

In space, the author covers, for each problem he takes in hand, as many 
countries as the available information will allow, since the more data he has at 
his disposal the better use he can make of statistical methodology—the establish- 
ment of frequency-distribution curves, norms, correlations, etc. The reader may 
feel somewhat breathless at being taken to so many countries in several respects 
remote from one another; however, selections of more homogeneous countries 
are sometimes made; and sometimes a surprising crop of significant results is 
obtained from scanty information relating to underdeveloped countries—a case 
in point being the regularity of the relationship between the income velocity of 
money and recent price changes which the author discovers in Middle Eastern 
countries (Chapter 8). 

The standard of accuracy of the vast mass of information which the author 
has collected and organised would appear to be high, though some factors affecting 
the general assessment of the position in individual countries may not always 
have been given their proper weight. Thus, in the case of Italy, the author stresses 
the partial freeing of the exchange rate as the main factor in the resumption of 
inflation which took place in the spring of 1946, but ignores the abolition of 
certain important controls over the capital market, which were an effective part 
of the Italian “disequilibrium system”; no account is specifically taken, in 
discussing the cessation of the price increase in September 1947 (a few months 
after the downturn in the stock exchange and the foreign exchange markets), 
of the almost complete draining-away of excess bank liquidity through the in- 
crease in the note issue; again, the Treasury is given no credit for having further 
increased the deficit (countercyclically) in the fiscal year 1948, and the social 
effects of the 1948 deflation are overstated: in fact, it was in the elections of 
April 1948 that the Communist wave receded; and the slowness of the rate of 
increase in employment reflected the process of rationalisation and the carrying- 
over from the war years of an excess of manpower on the pay-rolls—the high 
rate of economic expansion of the post-war years up to 1954 having been mainly 
based on increasing productivity, while since then it has also been reflected in 
increasing employment. 

Chapter 2 provides a general picture of the inflationary process, the details 
of which are gradually filled in in the subsequent chapters. In the course of his 
review the author makes certain generalisations of theoretical interest—for in- 
stance, he establishes, through the analysis of the frequency-distribution of price 
increases, the critical rate of increase beyond which the inflationary process 
becomes self-reinforcing. 

Chapter 3 examines the working of the multiplier in the wartime conditions 
of full employment and controls. No simple relationship is found to exist between 
the change in money income (or the movement of prices) and the size of non- 
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consumption expenditure (the multiplicand)—a result showing the non-constancy 
of the multiplier under those conditions. Obviously, the wartime levels of con- 
sumption, influenced as they were by rationing, the availability of goods, shifts 
in the distribution of disposable income, patriotic motives (and later on, in the 
demobilisation phase, by the hang-over of liquidity), did not fit in with the peace- 
time consumption function or with any stable function whatever. 

Having shown that the multiplier theory, based as it is upon the assumption 
of a constant marginal propensity to consume, is hardly any help in explaining 
the course of inflation under the conditions obtaining in time of war and, to 
some degree, also at other times of full employment, at any rate in the very short 
run (with prices kept stable by agreement or custom, and wages related to the 
cost of living), the author proceeds, in Chapter 4, to examine separately the two 
stages in the spiral: the increase in wages unaccompanied by price increases 
(with real output constant), and the increase in prices unaccompanied by wage 
increases. In both cases, demand is equated with supply through movements in 
stocks (or a deflationary process). Even when real output is expansible, the spiral 
may come into play, in association with the multiplier; however, increases in 
wages and prices are more likely to take place when the level of employment of 
the factors of production is high, and the author investigates empirically, on the 
basis of the experience of the United Kingdom and the United States, what is 
the level of unemployment below which the price-wage spiral seems to come 
strongly into operation. Before the first world war, wage increases in the United 
Kingdom would seem to have become inflationary, in the cyclical upswings, at 
levels of unemployment ranging from 3 to 6 per cent; in the inter-war years this 
occurred at a much higher level (10 to 15 per cent), owing to the existence of 
large blocks of unemployment in certain industries, which did not prevent the 
trade unions from asserting their bargaining power in more prosperous lines. In 
the experience of more recent years (not covered by Professor Brown’s investi- 
gation), the inflationary effect of wage increases appears to have been conditioned 
as much by the rate of increase of productivity as by the level of employment. 
International comparisons for recent years show that the range of nominal wage 
increases has been smaller than that of real wage increases; in other words, trade 
unions seem to be aiming at annual improvements in nominal wage rates which 
do not greatly differ from country to country, so that the inflationary component 
of the increase is negatively related to the change in productivity. This goes some 
way towards explaining the greater monetary stability of Germany and Italy 
compared with the United Kingdom and the Scandinavian countries. 

Chapter 5 examines the conditions for the convergence of the price-wage 
spiral and the distributional changes as between wages and profits that occur 
during inflation. In this and some of the following chapters the author uses the 
results (partly unpublished) of investigations carried out at the University of 
Leeds by G. E. Maxcy, R.H.Garas, A. M. Khusro and Z. Kubinski. Chapter 6 is 
an empirical enquiry into the speed of operation of the spiral, showing that the 
time required for a ‘‘turn of the spiral’”’ in Canada, the United States and the 
United Kingdom was between six months and one year. 
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Chapter 7, on price control, comes closer than any other to being a straight- 
forward description of actual wartime policies, save for a single excursion into 
the field of econometrics, aimed at establishing the relative importance of the 
price mechanism (earnings) and of direct controls (the official direction of labour) 
in the redistribution of labour in wartime. It ends with a policy recommenda- 
tion—that when wages are fixed in relation to a restricted range of prices, sub- 
sidies should be used as an anti-inflationary weapon to insulate the economy 
from temporary excesses of demand, either internal or in the world market. In 
this connection, the author refers to the price increases which occurred during 
the Korea boom and were partially consolidated through the consequent wage 
increases. A more recent example of the same process was provided in some coun- 
tries by the price increases following the frost of the winter months of 1956. 

Chapters 8 and g discuss two concomitants of open inflation—the flight from 
cash and the rise in interest rates. In the United States and the United Kingdom, 
a positive correlation between price increase and income velocity of money is 
found to have existed in the first years of the war, after which income velocity 
fell, under the influence of controls on expenditure, while prices continued to 
increase. A closer relationship is found in industrial countries where there is open 
inflation. In certain Middle Eastern countries, where money is concentrated in 
the hands of the mercantile community, income velocity appears to be even more 
sensitive to price changes. In the case of countries where money is less unevenly 
distributed, the author finds no evidence that a real flight from cash leading to 
hyperinflation has ever started until prices have doubled in six months or less. 

Information relating to various countries which experienced open inflation 
suggests that after inflation has been checked the income velocity of money 
remains for some time higher than before it started. The author does not discuss 
the reasons for this change. It may perhaps be suggested here that, apart from a 
change of attitude towards the holding of money, it reflected in some countries 
a distortion in the earlier pattern of prices and income distribution and a con- 
sequent increase in the average frequency of payments. Price control proved 
more efficacious in the case of rents and public utility tariffs; stipulations in long- 
term contracts were not readily affected by the inflation; direct taxation lagged 
behind the increase in incomes; with lower real incomes, expenditure was con- 
centrated more on non-durable goods; salaries lagged behind wages. All these 
shifts had the effect of reducing the importance of payments that recur less 
frequently by comparison with more frequent ones. 

Wartime conditions, which prevented the usual relationship between price 
movements and income velocity of money from asserting itself, also affected the 
relationship between prices and rates of interest: the price increase of the years 
1939-46 was, contrary to all previous experience, accompanied by a downward 
movement of interest rates, the latter being related to the movement of liquidity. 
The author gives mathematical expression to this relationship, using the results 
of an investigation by Dr. Khusro. When certain other variables (such as the rate 
of dividends on ordinary shares, or expectations concerning bond prices, as 
influenced by past price changes) are introduced, impressively high multiple 
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correlation coefficients are obtained. It also appears that in the United Kingdom 
the movement of the long-term rate of interest during the war reflected the same 
influences as had operated in the preceding decade or more. 

Cheap money, in the author’s view, exerted little influence on the course of 
events in countries where expenditure was subject to effective controls, these 
being the limiting factor. The author takes a guarded view of the effectiveness 
of interest-rate policy, as revived since the war, in combating inflation and 
attaches greater importance to the supply of spending power. It may perhaps be 
suggested that this is a rather artificial distinction, since the cheap-money policies 
aimed at maintaining certain interest-rate structures through the provision of 
whatever amount of central-bank credit was necessary. In the case of several 
countries on the European continent, central banks exercise a direct quantitative 
control over the credit base, but interest rates are the main operating factor 
governing the lending transactions of the. commercial banks and of finance 
companies. 

The part played by the supply of spending power as an inflationary factor is 
examined in Chapter 10. The concept of liquidity is widened in this chapter to 
include, in addition to means of payment, deposit accounts, holdings of public- 
debt securities and other “‘liquid’’ assets. No close relationship is found, for the 
war years, between the state of liquidity so defined and (a) investment activity, 
(b) personal expenditure or (c) the will to work. Here, as elsewhere, the author 
uses analytical tools which are appropriate to conditions permitting greater 
freedom of economic choice than was enjoyed by business and individuals during 
the war. He is misinformed about the German credit policy in 1949, which was 
one of expansion. 

Chapter 11 deals with certain international aspects of inflation—the way 
inflation spreads from country to country, the influence of devaluation on import 
and export prices, the movement of exchange rates in hyper-inflation, and the 
influence of export prices in determining the volume of exports. 

Structural changes in the United States economy in the direction of self- 
sufficiency and the limitation of supplies outside North America are found to 
have played a greater part than the undervaluation of the dollar in creating the 
dollar gap in the early post-war years. 

The concluding chapter pulls together the threads of the investigation in a 
systematic presentation of the mechanism and progress of inflation in the twelve 
years from the outbreak of war to the collapse of the Korea boom in the spring 
of 1951. The author is led by the results of his analysis, and by the persistent 
tendency of wage increases to outstrip productivity increases in the following 
years, to make his second policy recommendation, namely, that some method of 
wage negotiation should be adopted that would keep the two in line. In a broad- 
cast address given in 1956 (‘““The Listener’’, 14th June 1956) he referred in this 
connection to the system of wage determination that was developed in the Nether- 
lands during the war. 


Rome (Italy) PAoLo BarFi 
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Jouan AKERMAN. Structures et cycles économiques. Aus dem Schwedi- 
schen iibersetzt von B. Marchal und G.Augot. Paris 1955-1957. 
Presses Universitaires. Bd.1 (236 S.) fFr.1200, Bd.2 (S.237-427) 
und Bd. 3 (S. 428-623) je fFr. g60. 


Die vorliegende Teiliibersetzung des schwedischen Werkes Ekonomisk Teori 
(Lund 1944) ist ein bemerkenswertes Buch. Nicht nur wegen seiner Ergebnisse, 
sondern wegen der seltenen Verbindung einer positiven theoretischen Haltung 
und einer erkenntnistheoretischen Fundierung. Es ist zugleich insofern ein unzeit- 
gemasses Werk, als es mit erkenntnistheoretischen Argumenten Front macht gegen 
den vorherrschenden systematischen Monismus, der mit kalkulativen Modellen 
empirische Kausalforschung betreiben will, wahrend er den Dualismus von Kalkiil 
(Modell) und Kausalforschung postuliert, weil das Modell die Antworten in den 
Voraussetzungen vorwegnimmt, seinem Wesen nach also tautologisch ist, wahrend 
der reinen Kausalforschung die Frage und damit auch die Antwort fehlt. 

Sein grosses Verdienst besteht deshalb darin, dass es die Kausalforschung 
gegeniiber der rein funktionellen Betrachtung wieder zu Ehren gebracht und 
erkenntnistheoretisch begriindet hat. Das bedeutet zugleich, dass es die Abhangig- 
keit der Konjunkturbewegungen von den Strukturwandlungen und damit von 
den historischen Kraften, wie der Technik, der Bevélkerungsbewegung, der Ver- 
anderung in der Motivation und den politischen Vorgangen, dem Gegensatz 
zwischen den Wirtschaftsgruppen nachweist und versucht, ihren Einfluss auf 
statistischem Wege darzustellen. Das bedingt zugleich einen Verzicht auf eine 
rein endogene Ableitung und eine isolierte Betrachtung der einzelnen Zyklen. 
Daher ist es kein Zufall, wenn der Verfasser feststellt, dass die Erklarung der 
Periodizitat noch nicht befriedigend sei, wahrend die Konjunkturerscheinung als 
solche keine Ratsel mehr aufgebe. Denn die genannte Einschrankung wirft die 
Frage auf, ob die Periodizitat nicht auch als Tatsache fragwiirdig sei und man die 
Konsequenz ziehen miisse, dass man es mit einer geschichtlichen Erscheinung zu 
tun habe. Man darf namlich nicht vergessen, dass die wenigsten Konjunktur- 
theoretiker sich jemals die Miihe nehmen, einen Konjunkturverlauf als geschicht- 
lichen Vorgang anschaulich und vorurteilsfrei zu betrachten, sondern sie be- 
schranken sich darauf, ihn sofort statistisch und theoretisch zu analysieren. Damit 
werden die Konjunkturschwankungen als Erkenntnisobjekt iiberhaupt erst ge- 
schaffen. Theorie und Statistik sind aber grosse Taschenspieler. Sie lassen gerne 
wesentliche Tatbestande als zufallig oder unwichtig verschwinden und iiber- 
betonen den Durchschnitt gegeniiber der Streuung bei der Feststellung der Perio- 
dizitat sowie das Regelmassige gegeniiber dem Einmaligen bei der Erklarung. 
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Akerman hat die Gefahren des Modelldenkens eingesehen, aber er ist gegen- 
iiber der Statistik weniger kritisch. Er iibersieht, dass auch seine « Ursachen» 
starke Vereinfachungen und Summierungen darstellen, das heisst, ebenfalls weit- 
gehend Modellcharakter besitzen. Die allgemeinen Resultate, die er am Schluss 
des Werkes (S. 569 ff.) darlegt, sind zwar viel reicher als diejenigen der Modell- 
betrachtung. Aber die meisten Gesetzmassigkeiten sind erwartungsgemass be- 
grenzt auf gewisse Strukturperioden. Daher kénnen sie ebensowenig unmittelbar 
fiir die Erkenntnis der offenen Wirklichkeit angewandt werden wie die Abstrak- 
tionen der Modelltheoretiker. So wird die Konjunkturtheorie weiterhin zwischen 
der Erfahrung, dass die Begriffe ohne Anschauung leer und Anschauungen ohne 
Begriffe blind sind, hin und her pendeln, bis man sich bequemt, den historischen 
Charakter der Schwankungen anzuerkennen, fiir deren Erklarung theoretische 
Massbegriffe zwar nétig sind, die aber als historische Erscheinungen niemals 
befriedigend erklart werden kénnen. 

Moglicherweise entdeckt man wieder einmal, dass der Mensch neben seinem 
Denken noch instinktive Erkenntnisméglichkeiten zur Erfassung konkreter Situa- 
tionen besitzt. Bis dahin muss man riskieren, dass die Unendlichkeit des Irratio- 
nalen die rationalen Erklarungsversuche immer wieder desavouieren wird. 


Eidgendssische Technische Hochschule, E. BOHLER 
Kiirich (Schweiz ) 


TrBor Barna (ed.). The Structural Interdependence of the Economy. Wiley, 
New York, and Giuffré, Milan, 1956. 429 p. $7.50. 


This volume marks the occasion of the Second International Conference de- 
voted to the furtherance of input-output analysis, and contains a selection from 
the papers read at Varenna in the summer of 1954. The book, reflecting the 
divisions of the participants’ labours, falls into five parts, preceded by reproductions 
of the opening speeches delivered at the Conference by the Minister of Finance 
and by the late Professor Bruguier-Pacini. 

Part one—Methods of Analysis—seeks to cover the main strands of econometric 
thinking on the problems of industrial interdependence. Appropriately, the 
honours here go to Professor Leontief and to W. Duane Evans, whose papers on 
“Input-output analysis and the general equilibrium theory’’, and “‘Input-output 
computations” carry weight if not always conviction. The former is brief and will 
certainly interest the general student whose knowledge of algebra is strictly 
limited. The same cannot be said of the second paper, in which the level is technical 
and the method mainly algebraic. The relevant properties of matrices are con- 
sidered at some length, and much of this treatment will appeal to the mathemati- 
cally-minded only. When Duane Evans moves from the general problems of 
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convergence and iterative solutions to deal with one or two practical economic 
difficulties, for example, the treatment of imports, secondary and unallocated 
outputs, one gains the impression that even in the United States it is the raw 
statistical material rather than the methods of input-output analysis that limit 
what can be achieved. (Sticklers for terminological exactitude will be surprised to 
see on p. g1 that “marginal cost elements”’ refers to trading margins and not to 
additional increments of input.) The rest of Part one contains a deft and well- 
balanced introduction to linear programming by one of Britain’s foremost ex- 
ponents of the method, George Morton, and an interesting demonstration of the 
application of process analysis to problems of the optimum output in the petroleum 
industry. 

Part two—Social Accounting Aspects—opens with an authoritative synthesis of 
national income and input-output statements given by Professor Stone. By means 
of actual accounting data for the United Kingdom in 1950, the principles behind 
the social accounting matrix are illuminated with refreshing clarity. The theme of 
aggregation and classification, which receives a broad development in Stone’s 
paper, forms the basis for a more detailed analysis by Dr. Barna of different 
possible sectoral frames that can be derived from the statistical sources customarily 
available. The chapter devoted to Odd Aukrust’s “‘Principles of National Ac- 
counting’’ conveys the impression that the writer felt much of what he was 
saying would be very familiar but that he could only hint at points of departure in 
two footnotes. This section of the book ends with a short discussion by J. Sandee 
of three purposes for which he considers input-output tabulations useful. These 
are the derivation of aggregates such as the national income, of short-term and of 
long-term (i.e. structural) models of the economy. To many readers the first 
purpose will seem like a roundabout way of doing things, and when the writer 
states that the more direct approach to estimating aggregate income is a “more 
leisurely” procedure than relying on a census of production one can only admire 
the promptitude with which annual input and output data are published in 
Holland. 

Part three—National Experiences—is essentially a report on input-output 
studies that either have been undertaken or are about to be carried out in several 
of the countries represented at the conference. The Danish and Italian accounts, 
presented by Bjerke, Milhoj and Rasmussen, and Dr. Cao Pinna respectively, are 
written round a series inter-industry tables, while the French and the Dutch 
rapporteurs stand one at the threshold or input-output studies, the other with 
perhaps the most practical experience of this kind of analysis of any European 
nation. The only criticism of Sandee’s second contribution to this volume is that 
his description of the work done by the Central Bureau of Statistics and the Central 
Planning Bureau is all too short. The official as distinct from the academic input- 
output work in Britain forms the basis of L. S. Berman’s paper, although some 
idea of the statistical material used by Dr. Barna for the 1935 inter-industry table 
and by the Departement of Applied Economics for their 1948 tabulations does 
help to make the report more truly representative of that country’s contributions 
in this field. While all the papers in this section of the book contain references to 
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the uses of the input-output approach, it is the chapter by Sevaldson devoted to 
the Norwegian experiences that will be of most interest to students concerned to 
develop the Leontief model into a flexible instrument for economic analysis. 

The Fourth and final Part contains five chapters, each one concerned with a 
special application of inter-industry accounting. There are two papers by Hollis 
B. Chenery, one on inter-regional and international sectoral analysis, the other 
on the use of the method in connection with long-run economic planning. On both 
these uses it is easy to be sceptical, since the assumptions in the former application 
appear very restrictive, while employing inter-industry concepts in an economy 
that is predominantly agricultural may seem a rather speculative venture. The 
tracing of changes in the terms of trade through a sectoral matrix relating to 
Denmark is, however, a careful demonstration by P. Norregaard Rasmussen of 
how input-output tables can assist economic analysis and yet avoid the pitfalls of 
accepting the assumption of constant proportions for all inputs. The inclusion of 
two papers on Consumption rather than Production can readily be justified on the 
grounds that progress with inter-industry models depends among other things on 
improving techniques for relating household incomes and expenditures to the 
pattern of intermediate demands. The chapter written by Elizabeth W. Gilboy is a 
discussion of ways in which the household sector can be brought within the scope 
of the Leontief model, of the consumption function that would be required, and of 
work being carried out in this direction at Harvard. The concluding chapter, on 
linear expenditure systems, by Professor Stone is an exercise in demand theory a 
by-product of which is a special form of demand equations suitable for closing the 
input-output model so as to embrace the household sector. The equations are 
tested using expenditures and other data relating to the inter-war period, but the 
relevance of these calculations to inter-industry analyses is, at best, of a formal 
character. 

Taking the book as a whole, it is well presented and apart from a few typo- 
graphical slips, agreeably printed. While the level of exposition is as varied as are 
the interests of the contributors, the editor is to be congratulated on the fact that 
the volume has unity without any obvious repetition or duplication of topics 
within the compass of structural relationships. 


University of Edinburgh (United Kingdom) Ian G. STEWART 


ARTHUR R. Burns. Comparative Economic Organization. New York 1955. 
Prentice-Hall. xv, 766 p. 


On constate immédiatement une trés grande différence entre la conception de 
cet ouvrage et celle de plusieurs autres parus aux Etats-Unis depuis la fin des 
hostilités - ou méme un peu avant celles-ci. Nous pourrions, en effet, remonter aux 
Comparative Economic Systems de Blodgett, publié en 1944 et qui, aprés certaines 
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considérations d’économie descriptive, reprenait bien vite la controverse doctri- 
nale sur le marxisme, la révolution et ses suites, etc. Plus récemment, sous le méme 
titre, le professeur Th. Suranyi-Unger a fait paraitre en 1952 un ouvrage ou 
l’accent est mis dés le départ sur les Economic Systems in Operation et qui, tout en 
faisant une large place aux considérations éthiques, sociologiques, ethnologiques, 
politiques ou juridiques, insiste beaucoup plus sur les différents aspects qui peuvent 
étre soumis a /’analyse économique. 

L’ouvrage de M. A. R. Burns s’efforce de tirer parti des études récentes du 
revenu national et de la croissance. C’est avant tout aux conditions d’une analyse 
statistique satisfaisante qu’il s’attache. Comment parvenir 4 une comparaison 
valable du bien-étre dans les différents pays, compte tenu des différences de 
systémes économiques? A supposer que ces comparaisons puissent étre pratique- 
ment faites, quel jugement peut-on en tirer quant a I’efficacité respective de ces 
différents systémes? Telles sont les deux questions qui conduisent a des réponses 
entrecroisées tout au long de cet ouvrage dont le but principal semble bien finale- 
ment avoir été le rassemblement et l’utilisation d’un important matériel statistique. 

L’auteur s’est bien rendu compte de la difficulté des confrontations inter- 
nationales, sur lesquelles beaucoup a été dit depuis l’audacieuse tentative de 
Colin Clark, il y a une vingtaine d’années (mais avec le succés de l’entreprise et sa 
généralisation, a été trés souvent oublié). Certains travaux comme ceux de Milton 
Gilbert et Kravis pour l’oEceE ont eu un certain retentissement, mais leur portée 
reste encore limitée et nous eussions été heureux que M. A. R. Burns insistat 
davantage, dans son introduction sur les réserves a faire: la multiplicité méme des 
indicateurs auxquels il croit devoir recourir montre cependant toute l’importance 
qu’il attache a la diversité des recoupements pour des évaluations et des classe- 
ments par nature aussi incertains. 

S’il convient néanmoins d’élever encore un certain nombre de critique de 
détail, c’est bien par suite de cette multiplicité méme des renseignements de nature 
hétérogéne que |’auteur a tenu a nous présenter dans ce seul ouvrage, de dimen- 
sion moyenne. Ce n’est évidemment pas en un seul paragraphe (p. 70) qu’on peut 
trancher la question de la productivité des diverses formes coopératives. Plus 
grave est sans doute encore la réserve a faire quant a la portée d’un tableau comme 
celui de la page 521 ow la circulation monétaire des différents pays européens en 
1948 est présentée de fagon comparative sur la base d’une confrontation uni- 
forme avec les résultats de l’année 1938 sans tenir compte de phénoménes tels que, 
pour la France, la généralisation de l’emploi du chéque (ce qui change entiére- 
ment la signification de la comparaison). Nous ne voulons pas insister sur ces cri- 
tiques de détail. Plus redoutable encore, en vue d’une interprétation systématique, 
apparait l’impossibilité ot a été l’auteur de s’en tenir 4 une typologie simple, de 
nombreux pays sous-développés notamment étant repris, d’une statistique a 
l’autre, dans des groupements différents. 

Mais, pour I’essentiel, le travail remarquable que s’était donné a accomplir 
lauteur a été mené a terme et c’est une prouesse dont il convient de le féliciter 
hautement. I] semble qu’en définitive la conclusion a laquelle il voulait nous con- 
duire ait été que, pour un grand nombre de pays, ce qui compte le plus ne soit pas 
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le systéme ou type d’ organisation adopté. Le reste est plus difficile 4 préciser — et c’est 
ce qui justifie, en l’occurence, |’étude approfondie de chacun des chapitres de cet 
ouvrage, au titre paradoxal mais certainement trés instructif 4 étudier. 


Université de Paris JEAN WEILLER 


Coxtn Ciark. The Conditions of Economic Progress. Third edition. 
London 1957. Macmillan. xtv, 720 p. 70s. 


Colin Clark commands the centre of the stage in two roles, which he performs 
with impressive self-confidence and skill. The one is to act as a goad to economists 
exasperating them into thinking about matters which they would otherwise 
neglect or take for granted. The other is as a painstaking and extraordinarily 
prolific gatherer of clay and straw out of which the structure of thinking about 
many economic matters may be built. In both we owe him a great debt. This 
applies especially to the latter service in the third edition of The Conditions of 
Economic Progress. 1 confess however to disappointment over the preface to the 
third edition, which consists only of acknowledgments. 

My disappointment stems from two reasons. In the first place, although it was 
easy to find that the new edition is longer by 136 meaty pages, it would not be 
possible, except in one or two places, save by laborious comparisons to discover 
what is the nature of the additions, and what changes in data and interpretation 
have been made. It would have been helpful to have some hint of these. 

Secondly, and more important, I miss Clark’s views on the state of economics 
and his provocative obiter dicta on economic trends and political hazards. In the 
1947 (second) edition, there was “‘now even a danger that we may concentrate so 
much on factual economics that we may neglect necessary theoretical studies’’. It 
would be interesting to have his views on what is the matter ten years later. 

The international financial and technical assistance programmes have gathered 
way since he wrote in 1947; and since “‘stemming the communist tide’’ is often 
talked about as an objective, the relationships between economics and politics 
would have been at least as pertinent now as then. Had he used the preface again 
to act as an agent provocateur, he would certainly have given us some good material 
for graduate seminars. 

The new edition follows very much the same pattern as the second, dealing 
with the nature of welfare and the scope of economic progress, real national 
products in 1950, international comparisions of real income, national income in 
Soviet Russia, the productivity of primary, manufacturing and servicing industries, 
consumption patterns and real income distribution, distribution of labour between 
industries, relative incomes and other factors controlling the distribution of 
labour supply, capital resources and their accumulation, and distribution of in- 
come between factors and persons. It again includes fascinating economic com- 
parisons with the ancient world. 
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Clark has gathered an incredibly rich harvest of economic data. Where practi- 
cable, he is at pains to give the sources of the material, and methods of compilation 
and computation. Nevertheless, it is not generally possible to assess the validity of 
the data, which are so comprehensive and voluminous that inevitably they must 
vary greatly in margins of error. What matters most, however, is that except 
perhaps for the United Nations World Social Survey in certain aspects, the book 
still remains the most valuable single source of comparative quantitative material, 
despite the considerable accumulations by United Nations and other agencies 
since Clark virtually pioneered the field. 

One result of the volume of material and coverage is that the book defies any- 
thing other than selective reviewing, which in the nature of things does not do 
justice to a tour de force. 

The opening chapter giving his views on economic welfare appears to be un- 
changed. He remains a Pigouvian. In this connection, it is a pity that he follows his 
penchant for arguing ad hominem by retaining the passage: ‘There is a great deal of 
rather ignorant sophistication on this subject nowadays, but most of those who 
indulge in these views have in fact never read the relevant passages in Economics of 
Welfare.”’ One had hoped that the author would have taken the opportunity to think 
out afresh both the notion of welfare and the possibility of making international 
comparisons of it; for much has happened, and been written since 1947, even by 
competent people who have read the relevant passages in Economics of Welfare. 

We may ask, further, is it necessarily the case that the modern theoretical 
economists who deny the existence of any objective measure to compare the 
economic welfare of two communities, (to telescope two passages on p. 16) 
“‘provide themselves with a magnificent excuse for avoiding any study whatever of 
realistic and quantitative economics’’? Given the differences in the whole complex 
of value judgements in different societies, the enormous gap in material conditions, 
and the subjective nature of welfare, one may take this position while still thinking 
it possible to make comparisons of material levels of consumption which for some 
purposes are most useful. 

Colin Clark half opens the door to a consideration of the relevance of different 
cultures to the problem of measuring welfare when he writes: “An economic 
system which leaves no place for tradition, makes no provision for the family as an 
economic unit, and leaves the great majority unable to own their own means of 
production, denies the true dignity of man.” But he closes the door abruptly by in 
effect identifying material and quantifiable levels of consumption with economic 
welfare. 

This disquisition seems warranted because the author bases his justification for 
the international comparisons in which he is engaged, upon acceptance of inter- 
community comparisons of welfare. The material components are surely relevant, 
but even those economists whose scientific and value judgements would be different 
from his will nevertheless find his work of considerable interest and value. In 
short, he attempts to prove more than he need. 

In the second edition Colin Clark used international units based on the 
“*Pigou-Fisher”’ index number approach, as a basis for international comparisons 
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of output and consumption. Since then, much has been written criticising the 
reliability of monetary comparisons, both for conceptual and statistical reasons. 
When applied to countries differing considerably in levels of consumption and 
ways of life these criticisms are valid, although perhaps to a lesser degree, to the 
international unit approach. 

In deference to such views, Colin Clark now considers it inappropriate to use 
the same measure for economically rich and poor societies. M. K. Bennett, (“‘Dis- 
parities in Consumption Levels’, American Economic Review, Vol. xu1, No. 4, 
September 1951, p. 632-649) uses a selected list of consumers goods, facilities, 
concomitants and social conditions to construct an index of consumption. His 
items include: total calories at retail level consumed per 100 Ibs. of humanity per 
day; proportion derived from grain and potatoes; reciprocals of infantile mor- 
tality rates; physicians per 1000 of population; non-industrial utilization of non- 
human energy; consumption of textile fibres; percentage of school age population 
attending school; and so on. Based on Bennett’s approach, Clark constructs an 
‘Oriental Unit’’ for use in all countries with low real income. This is defined as the 
quantity of goods and services exchanged directly or indirectly for one rupee in 
India in 1948/49. 

Bennett’s method provides some sort of comparison of consumption levels as 
defined by the items included, which is useful as between countries at different degrees 
of economic advancement, provided that we regard it as an indicator of the rough 
order of difference rather than as a precise measure. But the margins of error are 
likely to be such that the measure may be of little value between countries where 
the differences are small—which must apply in respect of many of the countries 
within the range over which the “‘oriental unit’’ is used. 

The disproportionate space given to these introductory matters is partly 
because the author attaches importance to them, but also because it is impossible 
to handle the mass of material in the rest of the book in reasonable space. 

Among the remaining chapters the present reviewer read with most interest 
those dealing with productivity in agriculture, manufacture and servicing in- 
dustries and with capital resources. These provide important data for international 
comparisons, but in addition are very suggestive of relationships requiring further 
empirical enquiry, and concepts in further need of clarification. Thus, with ex- 
ceptions which are noted, the argument in Chapter vi seems to lean in favour of 
increasing returns to scale in manufacture, but the discussion in Chapter x1, based 
on the use of the Cobb-Douglas Function in various countries, points rather to 
constant returns, again, however, with reservations. This is a matter having a 
considerable bearing on the development problem in poorer countries, where the 
result may be different according to the extent to which an expansion of aggregate 
demand is accompanied by population increase, and by changes in per capita 
production and consumption. These would affect relative growth in agriculture, 
manufacture, social overhead and other servicing industries and therefore have a 
bearing on changes in returns to output for a society. 

In respect of agriculture, Colin Clark uses the concept of a ‘‘full employment 
limit”’, which he explains as follows: ‘‘If, for example we find that a population 
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settled at a density of 50 is only 60 per cent occupied, we declare that 30 represents 
the full employment limit.’’ For some purposes this concept may have its uses. But 
it disguises two concepts which it may be important to separate out for policy 
purposes, i. e. unemployment and under-employment, since the requirements for 
the fuller use of labour are different in the two cases. The former is especially 
significant in respect of seasonal unemployment. It seems better to restrict the 
latter definition to circumstances where the marginal net product of labour is zero. 
There may be considerable seasonal unemployment without under-employment 
because all the labour force is required at peak seasons. On the other hand, 
removal of under-employment, where it exists, may still leave substantial seasonal 
employment. Much of the current discussion on the direct use of labour for capital 
formation is in terms of under-employment. But by and large the use of under- 
employed labour for this purpose presents a more difficult problem of organization 
than the use of seasonally idle labour. 

These observations detract little from the value of the book as a unique source 
of comparative information. It will prove a necessary reference, especially, but not 
exclusively, for those interested in the problems of economic development. One 
hopes that the proposal to re-launch the Monthly Review of Economic Progress will 
prove possible, so that until a fourth edition appears, continuous advantage may 
be taken of this author’s services in revising the material and bringing it up to date. 


Victoria University, Wellington (New Zealand ) H. BeLtsHaw 


A. C. L. Day. Outline of Monetary Economics. Oxford 1957. Clarendon 
Press. 559 p. 35S. 


In this generally well-done volume Day interprets ‘“‘monetary economics’’ to 
mean “‘the whole of what is often called the theory of macro-economics, as well as a 
discussion of monetary events and institutions” (Preface). What is excluded is the 
theory of the firm and, more surprisingly, the theory of economic growth. While 
the work is designed primarily for use as a textbook for second and third year 
students in British universities it would be a pity if it did not secure a wider audi- 
ence; parts of it at least can surely be used in a variety of advanced undergraduate 
and early graduate courses in American schools. For example, for teachers re- 
quiring some reading materials in manageable size of English banking institutions 
there is a good self-contained exposition running to some 80 pages in Part m1. 
Other parts, on stabilization problems and international relationships, can be 
used in the same way. 

In his introductory chapters Day considers money as a claim and uses the 
Keynesian classification of the motives for holding money, adding the notion of a 
“deflationary motive’’ (p. 24-26) where money is demanded in lieu of goods when 
a price level fall is expected, in contrast to the speculative motive confined more 
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narrowly to expectations in terms of interest phenomena. While the deflationary- 
motive can perhaps be subsumed under the transactions-heading when the latter 
is (properly) conceived in an expectational context, as this is not ordinarily done, 
it is well to make the matter explicit and create the separate category. 

Day develops, in Part 1 (The Basic Theory), his view of the theory of interest 
and income determination. While initially the former is an oversimplified liquidity- 
preference version of “‘the’’ interest rate, later chapters accomplish some rectifi- 
cation and elaborate the theory of the interest structure (Chapters 4, 8, 17); the 
last two chapters constitute an improvement over much of the literature though I 
find myself in rebellion against the (occasional) use of question-begging phrases 
such as “‘the market thinks...’’ (p. 97 and elsewhere). For the theory of income 
determination Day approaches the subject in terms of planned savings and 
planned investment, with their equality essential for income equilibrium. It 
would have been helpful here if emphasis had been given to the condition for 
‘full employment’’ income equilibrium, rather than the less meaningful concept 
of equilibrium in the sense of an unchanging income level as such. Thus I would 
prefer to stress, in the terminology used by Day, the notion of planned investment 
equal to planned savings out of full employment income. 

As already remarked, Part 11 is devoted to a description of the English banking 
framework. Reflecting on the fact that the Federal Reserve System, under the 
present administrative guidance, is inclined to view the monetary problem as one 
mainly of an appropriate money supply it does lead one to pause when Day 
reminds us that the more common concern of the Bank of England has been with 
the concept of an appropriate level of interest rates (p. 184). Even at this date this 
matter would benefit from renewed investigation. Part tv of Day’s book deals with 
price level and inflationary problems, first outlining and then rejecting the usual 
Quantity-Equations. Day’s analysis of inflation builds about the notion of defensive 
reactions, i.e., supposing a price rise first through a growth in aggregate demand, 
when trade unions seek and succeed in obtaining higher money wages, or business 
firms finding their costs higher and profits lower undertake to raise prices, Day 
denotes these behavior patterns as representing ‘‘defensive”’ reactions. Largely, 
then, inflation becomes an institutional phenomenon. While I think this is mostly 
acceptable I am more dubious about the usefulness of his categories: a wage rise 
is both an initiating cause of a new “‘price round”’ and a “‘defensive reaction”’ to a 
past price lift; changes in the degree of monopoly power similarly refuse to stay 
rigidly compartmentalized. On the other hand, in a short chapter on ‘“The Speed 
and Ending of Inflation’ Day intimates several interesting ideas that could well 
take greater elaboration. 

Part v, of some five chapters and sixty pages, is concerned with the questions of 
Stability and Instability, including a chapter devoted to the Trade Cycle (showing 
some Hicksian undertones and growth ideas not fully banished). There is also a 
useful chapter on the special problems of primary producing countries and 
another, on ““The Strength of Stabilizing Action’’, which seems highly original and 
suggestive. Part v1 lays out the necessary theory of international economics. While 
the latter chapters are of fine quality the demands made upon students are likely 
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to be much greater than in the rest of the volume; these chapters could readily be 
assigned to American students in advanced courses as a convenient summary 
statement of modern ideas in international trade theory. The closing batch of 
chapters covers the international monetary experience, including the gold 
standard, a capsule description of the 1930’s, the post-war experience (including 
the “‘dollar problem’’) and, in general, the conflict and issues of internal and 
external balance. Compared to the rest of the book these pages read somewhat 
lighter. 

In sum, there seems little doubt but that this book is destined to be a widely 
used text in British university courses; as indicated, parts at least could well serve 
a series of uses in American classrooms. Stress on the textbook character of his 
work has probably led to some concealment of Mr. Day’s own originality and 
contributions in execution of a consistent analysis. The one criticism that can be 
offered is that the book is often needlessly wordy; even in size it has come to 
resemble the more typical American standard even while many of us have come 
to admire and envy the more concise British product. Too, and this in part may 
be a minor cause of its length, Day shuns all diagrammatic and geometric treat- 
ment, resorting instead to some infrequent algebra and more cumbersome 
arithmetical illustrations. 


University of Pennsylvania, Philadelphia, SrpnEY WEINTRAUB 
Pennsylvania (U.S.A.) 


Evsey D. Domar. Essays in the Theory of Economic Growth. New York 
1957- Oxford University Press. 272 p. $ 4.50. 


During the last ten years economists have paid increasing attention to the 
problems of economic growth. As is well known, Evsey D. Domar has been one 
of the initiators of this line of development in modern economic theory. The most 
important of his articles are now collected in Essays in the Theory of Economic 
Growth. Since a variety of problems are treated under this heading, I should perhaps 
for convenience quote the titles: (1) “‘A Theoretical Analysis of Economic Growth” 
(1952), (m) “The ‘Burden of the Debt’ and the National Income”’ (1944), (m1) 
*‘Capital Expansion, Rate of Growth, and Employment” (1946), (1v) ‘‘Expansion 
and Employment” (1947), (v) ‘“The Problem of Capital Accumulation” (1948), 
(v1) ‘*The Effect of Foreign Investment on the Balance of Payments” (1950), 
(vm) “Depreciation, Replacement, and Growth’’ (1953), (vu) ‘““The Case for 
Accelerated Depreciation ’’(1953) and (1x) ‘“‘A Soviet Model of Growth’? (previ- 
ously unpublished). 

It would, of course, not be fair to say that the problem of growth is an invention 
of Harrod, Domar and other contemporary economists. In fact growth was one 
of the main themes of classical economics, and it has always held its place in 
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Marxian economics (with which Domar seems to be fairly well aquainted). It is, 
however, rather surprising to find how effectively the growth problems were 
overshadowed by static equilibrium analysis and by problems of economic cycles 
during the last decennia before the second world war. 

Today we usually regard economic growth as an end in itself. It is, however, 
interesting to see how the problems of the thirties manifest themselves even in the 
writings of Domar. Judging from his first essays it seems as if he did not come to 
his special field through an interest in growth problems as such. His main interest 
was rather in the question of preventing unemployment by means of “‘sufficient’’ 
investment outlays. In pure Keynesian theory this problem was attacked statically 
by means of “‘the multiplier’. Domar was, however, amazed by the traditional 
Keynesian disregard of the capacity effect of the investments. His line of reasoning 
may be illustrated very simply in the following way. Suppose that people always 
save a quota « of net national income. To secure full employment net investment 
must consequently amount to « times full-capacity income, i.e. the income which 
will be produced by full employment with the existing stock of capital. Suppose 
this full-capacity income in a base period is Y%). We must then have J, = « Y to 
secure full employment in the base period. J), however, adds to the stock of 
capital and therefore increases the full capacity income, let us say by o times Jp. 
The full-capacity income in the following year is then 7, = Y, + oJ). To secure 
full employment in this period, we must therefore have 


1, = a(%+o1)) = Ih+aoly, 
or 
—.. 
— ao. 
A constant rate of investment J) is therefore not sufficient to secure full employment 
except for the first period. ‘To secure full employment in the long run, investments 
must be increasing (at a relative rate of growth «o). 

This little piece of analysis, which is the central theme of the book, (Essays 1, 
Ill, IV, Vv), clearly demonstrates how Domar’s approach to growth problems had 
its starting-point in the full-employment problem. 

The essays on more special topics illustrate very clearly how necessary a 
precise analysis is when growth is involved in the problem. Intuition is a far less 
safe guide in problems involving growth than in purely static problems. The 
analysis of the ‘‘burden of the debt”’ (Essay m) disproves the ready conclusion that 
continuous government borrowing (= a constant fraction of national income), 
where interest charges are to be paid by means of taxes, must necessarily result in 
ever increasing tax rates. The problem of the debt is solved by the growth of 
income. In a similar way Essay v1 disproves, by means of the growth effect, the 
widespread belief that sooner or later a capital-exporting country will experience 
an excess of inflow of funds (amortization and interest payments) over the outflow. 
In Essay vu it is proved that, in a growing economy, replacements generally fall 
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far short of depreciation. Essay vim discusses—in a far more precise way than is 
usual in discussions of tax problems—accelerated depreciation as an instrument 
for relieving new and growing firms of part of their tax liabilities. 

These remarks, of course, merely suggest the kind of problems discussed and 
the kind of conclusions drawn in the essays devoted to special fields. 

Since the last essay, on ‘“‘A Soviet Model of Growth’’, was previously un- 
published, let me, in conclusion, devote a few remarks to it. The model here 
presented is based on a model which the Soviet economist G. A. Feldman, of the 
Soviet State Plan Commission, constructed in 1928 as a theoretical basis for 
long-term planning. The model is inspired by the Marxian scheme of “‘expanded 
reproduction’’, and includes two sectors of production: A sector for production of 
investment goods, and a sector for production of consumption goods. As is quite 
natural for a centrally planned economy, the problem of choice between different 
paths of development is here brought more into the foreground than in the Domar 
models, which are mainly concerned with capitalist economies. The main tool for 
generating different paths is the fraction of the output of the investment goods 
sector which is allocated to this same sector. It is interesting to see how a model 
in which this fraction is high shows reasonable similarity to the main lines of 
Soviet economic development. 

Domar presents the model not in its original shape, but in a shape more 
familiar to Western economists. As I have not read Feldman’s article, it is impos- 
sible for me to judge whether this kind of translation is fair. Whether this is the 
case or not, the model presented by Domar is interesting on its own account, and 
he deserves thanks for having drawn our attention to the theoretical achievements 
of this period of Soviet economics. It is a pity that this line of analysis has not been 
followed up by later economic research in the Soviet Union. To express a belief—it 
is only a matter of time before it will force its way into Soviet economics again. 

The positive valuation of Domar’s essays, given above, does not, of course, 
imply that his analyses are free from defects. They are all highly simplified and 
highly aggregated. The employment of the labour force is treated in a rather 
obscure way in some of the essays, and so are the possibilities of technological 
change, which probably play a role nearly as important as capital accumulation 
in economic growth. Further, Domar does not always discuss the general solution 
of his models. He is, however, quite aware of these defects and points them out in 
footnotes (some of which appear for the first time in this edition) and in a very 
instructive foreword. 


Oslo University (Norway ) Ler JOHANSEN 
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MARVIN FRANKEL. British and American Manufacturing Productivity. 
Urbana, Illinois, 1957. University of Illinois. 130 p. $1.50. 


This comparison of industrial structure and practices in Great Britain and the 
United States begins with a table showing comparative output per worker and 
per man-hour for 34 manufacturing industries, for the census years 1947/1948. 
No details of the calculation are presented, though there is a brief discussion of 
some statistical pitfalls faced, and presumably avoided, by the author. For example, 
he discloses that in comparing the automotive industries, u.s.-British productivity 
ratios of 3.65, 2.84, and 2.21 were obtained, depending upon whether output was 
defined, respectively, in terms of (a) passenger cars, trucks, and other commercial 
vehicles, and tractors, unadjusted for quality differences; (b) passenger cars alone, 
similarly unadjusted; or (c) passenger cars of comparable quality. This variation 
of 40 per cent from high to low estimate is significant, and certainly the automotive 
industry is not alone in this respect. In all probability the decision to omit all details 
of how the estimates were made was the publisher’s, not the author’s, but it was 
an unfortunate decision, since the entire subsequent analysis rests upon the pro- 
ductivity ratios presented at the outset. 

The core of the monograph is an exploration of the possible association between 
the observed differences in productivity and three major factors: capital per 
worker, scale of production, and extent of the market, with product standardization 
subsumed under the latter. Professor Frankel finds no consistent relationship 
between the output/labor and the capital/labor ratios, by industry, using fuel 
input as the measure of capital. However, when the industry data for the two 
countries are aggregated, a different conclusion emerges: “‘... the average U.S.-G.B. 
output-per-worker ratio is 2.36 whereas the corresponding figure for fuel input 
per worker is 2.19. The proximity of the two averages is striking and highly 
suggestive of a relationship, at the aggregate level, between the American pro- 
ductivity advantage and the larger quantities of capital available to workers in 
the United States.” Frankel suggests that qualitative differences in the capital 
employed in Great Britain and the United States may account for this anomaly, 
but it is difficult to understand why these differences among industries should 
cancel out in the process of aggregation. 

Plant size, taken by itself, similarly fails to correlate with interindustry pro- 
ductivity differences. However, Frankel does find that there is a tendency for 
higher productivity to be associated with broader markets, although the force of 
this conclusion is somewhat weakened by the fact that it was necessary to drop 
several industries from the sample in order to secure a sufficiently high correlation 
ratio. Quite rightly, the author rejects any simple cause and effect relationship, 
and points out that market size is a complicated concept, related among other 
things to product standardization, which is itself an important determinant of 
productivity. 

The concluding section of the book is concerned with the secular dynamics of 
productivity. Frankel argues that there is a positive relationship between the rate 
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of increase in manufacturing output and the rate of productivity growth, on the 
basis of which the growing discrepancy between vu.s. and British productivity can 
be explained. For the future, the author foresees an increasing productivity gap 
between the two countries, by reason of the higher rate of investment in American 
industry. 

This is a careful and thoughtful study. The analysis is sustained at a high level 
throughout, and is bolstered by frequent appeal to empirical data, particularly 
the invaluable series of industry comparisons produced under the auspices of the 
Anglo-American Council on Productivity. Frankel has made a real step forward 
in our knowledge of the forces that mold productivity differences, and in turn, 
relative levels of real income, among nations. 

But it would be indeed unfortunate if economists were deterred by this work, 
and by the classic earlier volume of L. Rostas on the same subject, from further 
examination of Anglo-American productivity. The lack of correlation between 
comparative capital intensity and productivity on the individual industry level 
is a puzzling question, particularly in view of correspondence in the aggregate. 
This reviewer would suggest that more intensive analysis, by quantifying Frankel’s 
“qualitative” capital differences, might yield positive results. A definitive answer 
must wait upon thorough comparative studies, industry by industry, and even 
plant by plant. 


University of California, WALTER GALENSON 
Berkeley, California (U.S.A.) 


Heinz HAtter. Finanzpolitik: Grundlagen und Hauptprobleme. (Hand- 
und Lehrbiicher aus dem Gebiet der Sozialwissenschaften, hg. von 
Edgar Salin und Arthur Spiethoff f.) Mohr (Siebeck), Tiibingen, 
und Polygraphischer Verlag, Ziirich, 1957. 326 S. sFr. 21.75. 


In der vorliegenden Arbeit wird das Problem der Finanzpolitik mit Hilfe vor 
allem der reinen nationalékonomischen Theorie behandelt. Daraus ergibt sich 
wohl zwangslaufig eine einseitige Beleuchtung der verschiedenen Aspekte. Das 
Buch enthalt keinerlei statistische Angaben oder Beschreibungen institutioneller 
Verhailtnisse. Abgesehen von dem, was iiber den Finanzausgleich gesagt wird, 
beziehen sich die Ausfiihrungen nicht speziell auf Deutschland, sondern kénnen 
auf jedes Land mit einem «freien» Wirtschaftssystem angewandt werden. Aber 
indem Haller davon ausgeht, dass die Finanzpolitik nicht von andern Zweigen 
der Wirtschaftspolitik isoliert werden kann, fiillt sein Buch eine Liicke in der 
deutschen Finanzwissenschaft. Diese ist bisher allzusehr in kameralistischer Tradi- 
tion befangen gewesen und hat daher die 6konomischen Problemstellungen zu 
wenig beriicksichtigt. 
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Hallers Arbeit diirfte ihre vornehmste Aufgabe als Lehrbuch haben und sollte 
fiir alle Studierenden der Finanzwissenschaft obligatorisch sein. Sein Ehrgeiz 
reicht jedoch weiter: «Der kundigere Leser wird bemerken, dass mit dem vor- 
gelegten Buch versucht wird, die Problemlésungen in manchen Punkten voran- 
zutreiben» (S.v). Dies gilt wohl in bezug auf die deutschsprachige Literatur, aber 
kaum international gesehen — jedenfalls nicht mit Hinsicht auf die rein 6konomi- 
schen Teile. Es ist schade, dass der Verfasser nicht die Arbeiten von JORGEN 
GELTING, Finansprocessen i det akonomiske kredsleb (Kopenhagen 1948), und BENT 
HansEN, Finanspolitikens ekonomiska teort (Stockholm 1955), hat zur Kenntnis neh- 
men kénnen. 

Der Untertitel «Grundlagen und Hauptprobleme» deutet an, dass Haller 
nicht die Absicht hatte, eine erschépfende Schilderung der in Frage stehen- 
den Probleme zu geben. So wird zum Beispiel die Preispolitik der 6ffentlichen 
Unternehmungen nicht behandelt, und die Diskussion der Steueriiberwalzung ist 
ausserst summarisch. Uber die Bedeutung der Besteuerung fiir die Bereitwilligkeit 
zu arbeiten, zu sparen und zu investieren und ebenso auch iiber die Méglichkeit, 
Unternehmungssteuern bei verschiedenen Marktkonstellationen zu iiberwAlzen, 
hatte viel mehr gesagt werden kénnen. Anderseits scheint es dem Rezensenten 
fraglich, ob nicht die Erérterungen iiber die 6ffentliche Finanzwirtschaft im volks- 
wirtschaftlichen Kreislauf hatten etwas verkiirzt werden kénnen, da es sich ja doch, 
wie Haller selbst betont, um eine «ex-post»-Betrachtung handelt. Auch seine 
Ausfiihrungen iiber die klassische und moderne Theorie der Einkommensbildung 
und Beschaftigung diirften wohlbekannt sein, vor allem durch Erich Schneiders 
Arbeiten. Etwas selbstandiger ist ihre Anwendung auf die Einnahmen und Aus- 
gaben der 6ffentlichen Hand. 

Bei der Behandlung der Steueriiberwalzung weist Haller darauf hin, dass eine 
Steuer auf Unternehmungsgewinne auf dieselbe Weise iiberwalzt werden kann 
wie die indirekten Steuern, insoweit die Unternehmer trotz der Besteuerung ihre 
Nachfrage nach Verbrauchsgiitern aufrechterhalten. Dies gilt jedoch nur in einem 
geschlossenen Haushalt, weil eine Besteuerung der Unternehmungsgewinne nicht 
die Preise fiir Importwaren trifft und auch auf der Produktion von Exportwaren 
lastet. Die Behauptung, dass es fiir die Arbeitnehmer keine Uberwalzungsméglich- 
keiten gibt, ist vermutlich im allgemeinen richtig. Es ist jedoch denkbar, dass eine 
hdhere Besteuerung des Arbeitseinkommens zu geringerem Angebot von Arbeits- 
kraft fiihrt und damit zu Lohnerhéhungen. 

Haller behandelt sodann die Zielsetzungen der Finanzpolitik. Von rein prak- 
tischen Gesichtspunkten betrachtet ist dieser Abschnitt der wichtigste der ganzen 
Arbeit. Haller ist ziemlich skeptisch betreffend Steuererhéhung als inflations- 
bekampfendes Mittel. « Die Steuerzahler werden protestieren mit der Begriindung, 
dass man héhere Steuern nur verlangen kénne, wenn dies zur Bestreitung zusatz- 
licher Ausgaben notwendig sei, anders setze man sich in Widerspruch mit dem 
Grundsatz der gerechten Bemessung der Gesamtsteuerlast» (S.171). Er hatte 
jedoch hinzufiigen kénnen, dass diese Proteste unberechtigt seien, da man den 
Lebensstandard der Steuerzahler durch Wegsteuern eines inflatorischen Kauf- 
kraftiiberschusses nicht reduziert. Eine erhéhte Unternehmungsbesteuerung kann 
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nach Haller in Form von Preiserhéhungen, die zu weiteren Nachfragesteige- 
rungen fiihren kénnen, iiberwalzt werden, weil die Kaufer mit weiteren Preis- 
steigerungen rechnen. Dasselbe gilt von einer Erhéhung der indirekten Steuern. 
Dagegen kann eingewendet werden, dass die Unternehmungen wahrend einer 
Inflationskonjunktur die Méglichkeit haben, ihre Preise heraufzusetzen, auch 
wenn sie nicht von Steuererhéhungen betroffen werden. Preissteigerungen fiihren 
zu héheren Gewinnen, die ihrerseits wieder gesteigerten Verbrauch und zusatz- 
liche Investitionen seitens der Unternehmungen zur Folge haben und die Arbeit- 
nehmer dazu anregen, Lohnerhéhungen zu fordern. Dies fiihrt zu neuen Preis- 
und Gewinnerhéhungen usw. Diese Entwicklung kann jedoch gebremst werden, 
wenn der Staat durch héhere Steuern die Preissteigerungsgewinne beschlagnahmt. 
Eine kumulative Gewinninflation kann auf diese Weise durch eine einmalige 
Kostenpreissteigerung aufgefangen werden. 

Nach Hallers Ansicht ist die Geldpolitik in der Regel effektiver als die Finanz- 
politik. « Sie kann jederzeit so stark kontraktiv eingesetzt werden, dass die Gesamt- 
nachfrage reduziert wird» (S.276). Hierzu ist jedoch zu bemerken, dass eine 
Zinserhéhung oder andere Kapitaleinschrankungen vor allem die Realkapital- 
bildung treffen, wahrend ein Budgetiiberschuss in erster Linie den Verbrauch ein- 
schrankt. Das letztere diirfte im allgemeinen als wiinschenswerter erscheinen. 
Ausserdem kann nur ein geringer Teil der Realkapitalbildung durch Geldpolitik 
beeinflusst werden. Die Investitionen des Staates und der Kommunen sind im 
grossen und ganzen vom Zinsniveau unabhangig. Da der Wohnungsbau in den 
meisten Landern subventioniert wird, darf er nicht durch eine Zinserhéhung 
gebremst werden. Selbst Neuinvestitionen der Unternehmungen sind nicht beson- 
ders zinsempfindlich, wie Untersuchungen gezeigt haben. Will man eine Begren- 
zung der Neuinvestitionen herbeifiihren, so kann man auch zu finanzpolitischen 
Mitteln greifen, zum Beispiel einer Investitionssteuer. Die Frage Finanzpolitik 
oder Geldpolitik als Mittel gegen die Inflation ist somit wesentlich komplizierter, 
als aus Hallers Arbeit hervorgeht. 

Nach Behandlung der Staatsverschuldung und der redistributiven Finanzpoli- 
tik geht Haller auf die Problematik eines rationalen Steuersystems ein. Die Haupt- 
steuern sollten Einkommenssteuer und eine allgemeine Umsatzsteuer sein. Hier- 
gegen kann man einwenden, dass die Existenzberechtigung einer Umsatzsteuer 
davon abhangt, in wie hohem Masse man dazu bereit ist, die Einschrankung der 
freien Konsumwahl, die eine Folge der «Punktsteuern» ist, zu akzeptieren. In 
Schweden sind alkoholische Getranke, Tabak, Siissigkeiten u.a.m. in so hohem 
Masse besteuert, dass man es bisher nicht fiir notwendig befunden hat — abgesehen 
von den Kriegs- und den ersten Nachkriegsjahren — eine allgemeine Umsatzsteuer 
einzufiihren. 

Von den andern Gebieten, die Haller behandelt, seien die produktivitats- 
férdernde Finanzpolitik und die finanzpolitische Willensbildung in der Demo- 
kratie genannt. Die Arbeit ist mit einem ausfiihrlichen Literaturverzeichnis ver- 
sehen und schliesst mit einem Sachregister. 

Die Einwande, die hier in bezug auf einige Punkte erhoben worden sind, 
wollen in keiner Weise den Wert von Hallers Arbeit verringern. Die von ihm 
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behandelten finanzpolitischen Probleme sind zahlreich und bedeutend, und im 
wesentlichen ist der Rezensent mit dem Verfasser einig. So wie sein Werk innerhalb 
der deutschen Finanzwissenschaft bahnbrechend ist, kann es international gesehen 
als Standardwerk bezeichnet werden. Seit der Veréffentlichung von Otto von 
Merings Die Steueriiberwalzung (1928) ist vom Standpunkt der Nationalékonomie 
auf dem Gebiet der deutschen Finanztheorie keine so bedeutende Arbeit ge- 
schrieben worden. 


Universitat Lund (Schweden ) CARSTEN WELINDER 


PETER Heintz. Soziale Vorurteile: Ein Problem der Persinlichkeit, der 
Kultur und der Gesellschaft. Koln 1957. Verlag fiir Politik und Wirt- 
schaft. 218 p. 12.80 DM. 


Progress in the social sciences follows a repeating cycle: first, far reaching 
theoretical speculation, then careful and time consuming empirical research and 
finally synthesis and reformulation of basic theories. With the increasing accumu- 
lation of empirical data in the social sciences, all too often the task of synthesis and 
evaluation of research tends to be neglected. Therefore, Peter Heintz’s study, 
Soziale Vorurteile, is a significant contribution because it represents a comprehensive 
and thoughtful effort to place the recent empirical literature on social prejudice 
in a meaningful framework. It is a particularly noteworthy volume, since this is 
the first post-war book to appear from a German source which analyzes the 
problems of prejudice from a social science perspective. Since the results are 
presented with clarity, the book will be valuable both to the social scientific 
community and to attentive public leaders and educators. 

The theoretical standpoint of the author is social psychological. The underlying 
premises are derived from dynamic Freudian psychology, attitude (perception) 
theory and group psychology. But it is hardly an individualistic social psychology 
that formally separates the individual from his group affiliations. By focusing on 
the social realities of group structure— the realities of in-groups and out-groups— 
the author is free to consider both psychological and social factors in developing 
and maintaining prejudice. Purely speculative and untestable explanations of 
ultimate causes give way to an analysis of the complex factors which interact and 
condition social prejudice. 

Social prejudice is thought of as a frame of reference (Bezugsrahmen). It is the 
frame of reference by which members of an in-group relate themselves to particular 
out-groups. The in-group is defined as a group whose members are in such close 
relationship to one another that they refer to themselves as we or us, whereas they 
see the out-group as they. Thereby, the analysis of prejudice becomes a problem of 
understanding social orientations between groups and of establishing criteria for 
judging which orientations can be classified as prejudice. The chapter entitled, 
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‘Three Criteria of Social Prejudice’’, presents an essential basis for making this 
judgment. The social psychologist has no simple operational definition by which 
to define prejudice and to guide his research. Instead, prejudice is seen as having 
social consequences when orientations are based on persistently false assumptions, 
when self images and images of others lead to conflict and when orientations are 
regulated by stereotypes grounded in emotional meanings. The author seems to 
be saying that all social orientations involve a frame of reference. But since some 
are false, rigid and emotional grounded, prejudice results because of the social 
consequences that are produced. 

Within this framework, Peter Heintz is able to organize a considerable body of 
research materials on prejudice the bulk of which has been produced by American 
sociologists and social psychologists. Heintz points out how ‘‘The American 
Dilemma’’—the difference between the actuality of prejudice in the United 
States and the American ideal of equality—has been a powerful force in pressing 
social science research into these matters. In fact, the social concern with prejudice 
has been one of the most important stimuli for the development of social psychology 
in the United States, for it often happens in the social sciences that under the press 
of social problems, the best empirical research is done, if the scientist is aware of 
his own values and prejudices. 

The bulk of the volume is devoted to the central issues in the social psychology 
of prejudice; the various manifestations of prejudice, the nature of stereotypes, the 
social functions of prejudice, the psychodynamics of prejudice and the structure of 
the prejudiced personality. Special sections deal with the problems of prejudice 
among children and with nationalism as a manifestation of prejudice. 

Heintz gives central attention to the contributions from the well known series, 
Studies in Prejudice, sponsored by the American Jewish Committee. While these and 
other studies give basic substantiation to the importance of psychological mecha- 
nisms such as aggressiveness and anxiety in extreme forms of social prejudice, they 
also focus on the social structure in which prejudice develops. But in drawing the 
practical applications from research into prejudice, understanding of social 
psychological mechanisms is of most direct relevance to the educator, the social 
worker and the psychiatrist. There can be no doubt that social research into 
prejudice is having a crucial and practical impact by emphasizing the conclusion 
that a rationalistic approach has basic limitations in the educational process for 
tolerant attitudes toward minorities and out-groups. The mere presentation of 
factual materials do not answer the psychological need to scapegoat and to 
stereotype. Instead, current educational practice must seek to meet the underlying 
psychological problems of those being educated and to present realistic and 
personal opportunities for contact and understanding of the out-groups—minority 
and national. 

But often social action must take another strategy for it is not always possible or 
desirable to modify social prejudice before improving the status of minorities by 
social, legal and political action. Research is still undeveloped on the consequences 
of these programs despite the fact that important efforts to alter minority relations 
are constantly taking place—some successful and some unsuccessful. It is more 
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difficult to design research on the consequences of a legal decision or a political act 
than to study prejudicial attitudes. 

Peter Heintz emphasizes in this book the role of the self fulfilling prophecy in 
social prejudice. To expect a certain type of undesirable behavior in a minority is 
clearly one way of helping to evoke such behavior. Likewise, the social psychological 
analysis of prejudice itself must not become a self-fulfilling prophecy. It must not 
become a pessimistic formula. Only by examining and understanding some of the 
dramatic situations where discrimination has been eliminated before attitudes 
were modified will we have a full understanding of the dynamics of prejudice. 


University of Michigan, Morris JANOWITZ 
Ann Arbor, Michigan (U.S. A.) 


Lucien Laurat. Problémes actuels du socialisme. Paris 1957. Les Iles 
d’Or. 198 S. 


Es ist eine Standortsbestimmung der sozialistischen Ideologie, die Laurat in 
diesem Buche unternimmt. Er geht aus von den Theorien des Marxismus, die er 
mit der heutigen Struktur der Wirtschaft und Gesellschaft konfrontiert. Die Kon- 
zentration des Kapitals hat sich zwar vollzogen, doch sie fiihrte nicht zu den 
Konsequenzen, die Marx voraussagte. Das Kapital wurde kollektiviert in anony- 
men Gesellschaften, es wurde zu einem «no man’s land». Die wirtschaftliche 
Fiihrung haben die Manager, die sich nicht auf den Kapitalbesitz sondern auf 
die Technik stiitzen. Die Widerspriiche des Kapitalismus, die zu Krisen fiihrten, 
treten in neuester Zeit nicht mehr so deutlich zutage, wenn auch das Krisen- 
problem noch nicht gelést ist. Die Arbeitnehmer sind zwar die Mehrheit geworden, 
aber die Klassengegensatze haben sich abgeschwacht. Den Lohnarbeitern stehen 
Direktoren gegeniiber, die ebenfalls «salariés» sind. In 6ffentlichen und genossen- 
schaftlichen Unternehmungen stehen die Arbeiter nicht mehr im Dienste des 
Privatkapitals (pseudosalariat), und ein grosser Teil von kleinen und mittleren 
Unternehmern ist von Monopolen oder vom Staat abhangig (parasalariat). Der 
Lohnanteil sinkt nicht mehr; die Verelendung, auch in relativem Sinne, bewahr- 
heitet sich nicht. 

Diese Wandlung in den Voraussetzungen hat in der sozialistischen Bewegung 
ein gewisses Malaise entstehen lassen. Es wird noch verstarkt dadurch, dass die 
Idee der Sozialisierung an Bedeutung verloren hat, weil die Gefahr der Macht- 
konzentration in den Handen des Staates erkannt wurde. Mit den kommunisti- 
schen Methoden rechnet Laurat scharf ab, und er weist auch nach, dass die Theorie 
von der « Diktatur des Proletariats», die in Russland zur Diktatur einer Clique 
geworden ist, sich nicht auf die Schriften von Marx stiitzen kann. Der Kampf 
sollte eigentlich nicht mehr gegen den Kapitalismus gefiihrt werden, sondern «fiir 
die Demokratie, das heisst fiir die Wiirde und die Freiheit des Menschen». 

Im zweiten Hauptteil analysiert Laurat die wirtschaftlichen und sozialen Ver- 
haltnisse in der Mitte des 20. Jahrhunderts und entwickelt die eben skizzierten 
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Gedanken weiter. Wir leben in einer «économie mixte»; die Arbeit ist entproleta- 
risiert worden. Der letzte Teil ist den Problemen gewidmet, mit denen sich der 
Sozialismus und die Gewerkschaftsbewegung von heute auseinanderzusetzen 
haben. Demokratie ist die unerlassliche Voraussetzung, ja «der kategorische 
Imperativ», ohne den es keinen Sozialismus gibt. Gegeniiber der Verstaatlichung 
ist Laurat skeptisch, wegen der Gefahr der Biirokratie und einer allzu grossen 
Macht des Staates. Mit der Ansicht, der Sozialismus habe eine gesunde Konkur- 
renz zu unterstiitzen, trifft er sich mit dem deutschen Sozialdemokraten Karl 
Schiller, der den Slogan gepragt hat: «Wettbewerb soweit wie méglich, Planung 
soweit wie nétig.» An Stelle des Staates méchte Laurat die «collectivités inté- 
ressées» einschalten, offenbar eine Art Selbstverwaltungskérper, wie sie schon 
nach dem Ersten Weltkrieg von Rathenau, Wissel und anderen empfohlen wurden. 
Nicht der Wohlfahrtsstaat sondern die «welfare society» soll das Ideal des demo- 
kratischen Sozialismus sein. Um den Konjunkturschwankungen zu begegnen, 
befiirwortet der Verfasser die Kombination der Konkurrenz mit einer geschmei- 
digen Wirtschaftslenkung (er spricht von «économie orientée» im Gegensatz zum 
starren «dirigisme»). Auf Grund der Erfahrungen in Frankreich (und nicht nur 
dort) ist die Warnung am Schluss verstandlich, die Konsumenten diirfen nicht 
dem Produzenten- und Berufsegoismus geopfert werden. 

Der kritische Teil des Buches diirfte in den sozialistischen Bewegungen Europas 
kaum grundsatzlichen Widerspruch erfahren. Dagegen ist das, was an positiven 
Gedanken zu den aktuellen Problemen des Sozialismus vorgebracht wird, noch 
zu wenig ausgearbeitet. Namentlich die Andeutungen iiber die Konjunkturpolitik, 
die Organisation der Wirtschaft, die EigentumsverhAltnisse sind noch zu rudi- 
mentar, um als Bausteine zu einer neuen sozialistischen Wirtschaftstheorie ver- 
wendet werden zu kénnen. 


Universitat Bern (Schweiz) Max WEBER 


Joun R. Meyer and Epwin Kun. The Investment Decision. An Em- 
pirical Study. (Harvard Economic Studies, Vol. 102.) Cambridge, 
Mass., 1957. Harvard University Press. 284 p. $6.— 


‘*The Investment Decision”’ is an econometric study, using accounting data, of 
investment in relation to other variables in about 600 United States firms, in 15 
industry-groups, in the years 1946-50. Initially, 22 variables were considered, but 
preliminary analysis reduced this number to eight, among which were gross 
investment, sales, net profits, depreciation expense (i.e. depreciation allowable 
against taxation), depreciation reserves (regarded as a measure, within any 
industry, of the age of capital equipment), and a derived quantity measuring the 
degree of utilisation of capacity. This remaining information was then analysed, 
mainly by correlation methods, with the aim of testing the validity of various 
hypotheses concerning the determinants of investment activity. 
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The results suggested that a dominant part was played by the rate at which 
liquid resources became available, from net profits and from depreciation expense. 
There was a difference, however, between the earlier and later years of the study. 
From 1946 to mid-1948 was a period of buoyant demand and high profits, whereas 
from mid-1948 to mid-1950 was a period of transition and recession. For the first 
period, strong correlations were obtained between investment and capacity 
utilisation, suggesting that, with ample liquidity flows, investment was mainly a 
response to heavy calls on existing capacity. In the later period, with demand and 
profits reduced, the liquidity flows (profits and depreciation) took the place of the 
capacity utilisation variable. 

A difference was also observed between small and large firms. There was no 
evidence that investment and growth were more difficult for small firms—in the 
first period, they expanded more rapidly than large ones—but they were more 
sensitive to liquidity flows, and were more severely restricted by the changed 
conditions of the second period, while investment in large firms, which perhaps 
had better access to outside finance, continued to be related mainly to capacity 
utilisation. The strong correlation between investment and depreciation expense 
in the second period also had implications for the controversy over the effects of 
accelerated depreciation for tax purposes, since it suggested that increased 
depreciation would have had little effect in the first period, when liquidity was 
ample, but would have increased investment in the second period. 

In short, therefore, the authors conclude that their study gives a dominant 
validity to the hypothesis that investment depends on the liquid resources available 
after more urgent needs have been met, and also a subsidiary validity, when 
liquidity is ample, to an “‘accelerator’”’ hypothesis, formulated in terms of demand 
on existing capacity. They found no evidence that investment is related to the age 
of existing equipment; indeed, most of the correlations between depreciation 
reserves (the measure of age) and investment, and also between depreciation 
reserves and profits, were negative, suggesting that the firm with old equipment 
was a firm in decline. A subsidiary analysis of time series for three industries over 
a longer period, though rather inconclusive and open to question, did not suggest 
that either interest rates or the relative price of labour had appreciable influence 
on investment in the short run. 

The limitations of this study are those inherent in its nature. Because of the 
difficulties of measurement and the size of the sample, no consideration could be 
given to technological change and the state of technique in the individual firm, or 
to the special circumstances which may affect the individual decision. Inevitably, 
therefore, comparatively little light is thrown on the functioning of the individual 
firm, or on the taking of the individual investment decision. To that extent, 
perhaps, the title of the study is misleading. Although the firm is the statistical 
unit, the conclusions relate mainly to aggregates, and their chief value is in the 
light which they throw on the possibilities of influencing investment in the short 
run through public policy. 

Other limitations arise from the choice of a “‘cross-section’’ analysis of a large 
sample over a comparatively short period. The period chosen was on the whole a 
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highly expansionary one, in which most of the industries more than doubled the 
value of their gross fixed assets, and in which, therefore, factors which may be 
important in the long run, such as the relative price of labour, and the effect of the 
rates of depreciation allowed by tax authorities on the riskiness of investment, 
were probably swamped by short-run influences. A study of such a period can 
have little to say about the long-run determinants of economic growth. 

Since the total investment was so large, and 75 per cent of it (whether from 
choice or necessity) was financed from retained profits or depreciation, it is 
perhaps not surprising that investment in the individual firm was primarily 
dependent on the flow of liquid funds. On the other hand, opposite and equally 
plausible views can be advanced on whether restriction of investment through 
shortage of liquidity occurs in prosperity or in recession—and it would not be sur- 
prising if either proved true. The truth, for the circumstances characteristic of a 
particular place and time, is a question of quantities, and here the econometric 
study, of which this is a well conceived, thoroughly executed, and clearly described 
example, comes into its own. 


The British Cotton Industry Research Association, K. P. Norris 
Shirley Institute, Manchester (United Kingdom) 


RoceErR Mots. Introduction a la démographie historique des villes d’ Europe du 
XIV¢ au XVIIIé siécle. (Publications Universitaires de Louvain.) 3 vols. 
Gembloux 1954-1956. Editions J. Duculot. 1360 p. fr. b. 1100. 


On peut, 4 premiére vue, étre surpris qu’un ouvrage en trois volumes, et dé- 
passant le millier de pages, se présente seulement comme une introduction; ce 
titre, nous explique l’auteur, se justifie pourtant par |’état de la démographie 
historique; on ne dispose pas d’assez de résultats pour procéder 4 une synthése 
proprement dite, on ne peut faire qu’une «synthése provisoire», antérieure par 
définition a l’achévement des travaux monographiques, puisque devant servir a 
leur confection; elle doit rendre «les services que l’on attend d’une carte rudimen- 
taire avant de partir soi-méme a la découverte d’un pays neuf». 

Aussi l’ouvrage se présente-t-il d’abord comme un essai de réponse 4 deux 
questions préliminaires: « Quelles sont les données existantes? Que valent-elles? » 
C’est objet du premier volume. Le second volume est consacré aux résultats: 
maniére de les obtenir, critique de leur valeur. A chacun de ces volumes se rattache 
une partie du troisiéme qui comprend la bibliographie, le texte de la plupart des 
notes, des tableaux statistiques et une table des noms propres. 

L’exploration des données et l’examen des résultats n’ont pas été étendus a 
tout ce qui existe; ils ont été limités 4 la période s’étendant du xtv® au xvii siécle. 
Avant il y a trop peu de données; aprés on n’est plus dans le champ de la démo- 
graphie historique; ils ne s’appliquent, d’autre part, qu’a une Europe réduite ou 
ne figurent ni le monde slave, ni les pays scandinaves. 
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Enfin le travail est limité, en principe, a l’étude des villes définies comme des 
«agglomérations qui se distinguent du plat pays par une fonction centrale suffi- 
samment développée». 

Voyons maintenant comment se présente l’ouvrage. 

Le premier volume est divisé en deux livres consacrés, le premier, au probléme 
heuristique — recherche et classification des données -, le second au probléme 
critique — valeur des données. 

Le schéma de classification des données est exposé au début du premier livre; 
l’auteur distingue les données directes, telles que dénombrement, état civil, les 
données dérivées contenues dans les travaux et les données subsidiaires pouvant 
étre fournies par les annales, les chartes, les chroniques, les généalogies, etc. Ces 
derniéres, trop dispersées pour étre recensées, sont laissées de cété, toute l’attention 
se portant sur les données directes et les travaux. 

Dans les données directes, on distingue deux catégories; les données directes 
momentanées, essentiellement les recensements et dénombrements, et les données 
directes courantes relatives au mouvement, migratoire ou naturel, de la popuia- 
tion. A chacun de ces types de données est consacré un chapitre. Aprés un rapide 
apercgu d’ensemble, le premier traite de l’histoire des dénombrements en Italie, 
en Europe centrale (Etats allemands, Suisse, Autriche) et dans les Pays occiden- 
taux (Espagne et Portugal, France, Grande-Bretagne, Provinces unies, Pays-Bas 
méridionaux). Le second s’occupe surtout de l’histoire des registres paroissiaux: 
époque de leur apparition, en particulier dans les villes, réglementation les con- 
cernant, dans |’Eglise catholique, dans les Eglises réformées et de la part des pou- 
voirs publics. 

Le chapitre suivant traite des travaux démographiques proprement dits — les 
doctrines ou théories de la population et les publications officielles de relevés dé- 
mographiques sont exclues. R. Mols distingue quatre périodes: la période présta- 
tistique, celle des arithméticiens politiques du xvu® et du xvuré siécle, celle de la 
recherche individuelle, avec mention spéciale de l’ceuvre de Julien Beloch, et enfin 
celle du travail collectif assuré par les divers groupements, instituts ou sociétés, 
nationaux et internationaux, dans la mesure oi ils s’intéressérent 4 la démographie 
rétrospective. 

Le deuxiéme livre, consacré au probléme critique, débute par une revue dé- 
taillée des différences entre les relevés d’aujourd’hui et ceux d’autrefois: différence 
de but, de régularité, de méthode, etc. L’auteur passe ensuite a la critique des 
données ot il distingue la critique générique, destinée 4 fournir des normes d’en- 
semble, de la critique de chaque donnée en particulier. 

Dans la critique générique des données momentanées une place importante 
est donnée au passage des données partielles aux données totales et a l’utilisation 
de données telles que les relevés de communiants, les relevés de mobilisables, les 
relevés fiscaux, les dénombrements de feux. La critique des données courantes est 
presque exclusivement consacrée aux registres paroissiaux; leur importance a été 
longtemps méconnue; & leur emploi en démographie on a opposé diverses objec- 
tions; R. Mols les passe en revue et les raméne 4 leurs justes proportions. 

Viennent ensuite quelques pages sur la critique des données subsidiaires. 
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La critique particuliére occupe le dernier chapitre du tome 1; chaque donnée 
doit étre passée au crible de la critique historique (authenticité, provenance...) et 
de la critique statistique susceptible de déceler des erreurs dans un renseignement 
offrant toutes garanties historiques d’exactitude. 

Le tome deuxiéme comprend, lui aussi, deux livres; ils sont consacrés a la 
synthése des données, momentanées et courantes. 

De l'état de la population, l’auteur étudie trois aspects dont chacun est le 
théme d’un chapitre: l’effectif total de la population, sa densité, sa composition. 
Dans chacun, la partie méthologique et critique tient plus de place que les résul- 
tats; d’ailleurs ceux-ci sont donnés comme ordres de grandeur pour la population 
et pour la densité par superficie, par ménage et par maison; pour plus de détails, 
il faut se reporter aux tableaux appendices du tome m1; il est regrettable qu’un 
tableau des populations absolues n’y figure pas. 

Le livre sur le mouvement de la population traite successivement du mouve- 
ment naturel et du mouvement migratoire; les registres paroissiaux étant la source 
principale pour |’étude du premier, l’auteur commence par examiner comment 
utiliser ces documents; il passe ensuite en revue les trois rubriques principales du 
mouvement naturel, nuptialité, natalité, mortalité. Malgré ses difficultés, le 
mouvement migratoire est partie intégrante de la démographie; il est impossible 
de le négliger quand on s’occupe d’unités territoriales restreintes, les villes en 
particulier; on est conduit a utiliser des données fragmentaires, des livres de bour- 
geoisie ou, ce qui se pratique encore largement, des moyens indirects. 

Le livre s’achéve par un chapitre ou dépassant la pure constatation des chiffres 
l’auteur s’intéresse aux facteurs: facteurs endémiques, qui rendent compte du 
niveau; facteurs épidémiques, responsablies des fluctuations, dont les trois princi- 
paux sont la peste, la famine et la guerre. 

Le volume se termine par un apercu d’ensemble d’une soixantaine de pages; 
pour cet apercu l’auteur a réservé une esquisse de la population des villes d’Europe 
au cours de la période étudiée; c’est 14 que l’on trouve les chiffres qui ne figurent ni 
au livre troisiéme (état de la population) ni dans les tableaux appendices. 

Cette présentation déja longue, quoique limitée aux grandes lignes, aura 
donné une idée de la caractéristique maitresse de l’ouvrage de R. Mols: l’abon- 
dance. Elle lasse une lecture suivie; elle est pourtant une conséquence logique du 
sujet choisi; elle devient d’ailleurs une qualité si l’on prend garde que ce que 
l’auteur présente modestement comme une synthése provisoire est en fait un 
ouvrage fondamental, beaucoup plus destiné 4 étre un outil de travail souvent 
utilisé qu’un livre a lire une seule fois d’une traite. 

L’auteur a voulu se limiter aux villes; mais son ceuvre déborde trés largement 
le cadre urbain; elle contient tant d’indications de portée générale qu’elle servira 
aussi bien 4 qui voudra se consacrer 4 la démographie des campagnes. 

En raison méme de l’usage fréquent qui sera fait de cet ouvrage, il est utile de 
signaler deux erreurs: de terminologie d’abord; l’espérance de vie a la naissance 
est synonyme de vie moyenne et non de vie probable (note 1, p. 312); ensuite une 
erreur d’interprétation, extrémement commune: la diminution de la proportion 
des jeunes est attribuée 4 une baisse de la mortalité; or, si elle intervient seule, une 
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baisse de la mortalité plus marquée aux jeunes Ages (c’est-a-dire telle qu’elle s’est 
effectivement produite) augmente la proportion des jeunes. 

Enfin, critique plus personnelle, je ne partage pas le point de vue de l’auteur 
sur les possibilités de la démographie historique. R. Mols pense qu’on en restera 
a des indices sommaires et que certaines questions demeureront sans réponse. Or 
a l’échelle de la monographie, les réponses 4 ces questions ont déja été données; 
qui plus est, on a répondu 4 bien d’autres questions qui restent sans réponse pour 
les populations modernes, par manque de statistiques convenables. Le principal 
obstacle 4 l’avancement de la démographie historique est, 4 mon sens, le manque 
de chercheurs et le manque de moyens financiers. 


Institut National d’ Etudes Démographiques, Paris Louts HENRY 


ALFRED NypeGcGER. Die wirtschaftliche Bedeutung der Allgemeinverbind- 
licherklarung von Gesamtarbeitsvertrégen in der Schweiz. Ziirich und 


St. Gallen, 1957. Polygraphischer Verlag. xm, 190 p. Sw. Fr. 12.45. 


Dr. Nydegger’s book is a contribution in a field in which surprisingly little 
work is being done in continental European Universities, namely the general area 
of labor economics. The particular problem under investigation, that of the 
“‘extension’”’ of collective agreements, i.e. the process by which a collective agree- 
ment is made applicable to business firms and employees not represented at the 
bargaining table, is of special interest in the v.s., since “‘extension’’ is unknown 
and relatively little literature exists on the subject. 

The book deals first with the importance of the collective agreement in Switzer- 
land, then with the process of “‘extension’’, with “‘extension’’ in relation to em- 
ployees and employers and finally with a number of wider issues such as market 
forms, productivity, employment levels, incomes, etc., as they are influenced by 
“extension’’. 

My remarks will deal first with the methodology and theory of the study and 
then with its conclusions. As to the methodology, it is somewhat difficult to ascer- 
tain the central problems of extension, partly because of the presentation by the 
author, partly because of a certain lack of clarity in his thought, and thirdly 
because problems of the business cycle are so intertwined with those of extension 
in his analysis that it is sometimes difficult to keep the various elements apart. 

Thus one would have expected the relationship of extension to the existence 
of minority unions to be a central problem; instead it is dealt with just in passing. 
In a number of places (for instance, expressly, p. 101) extension is discussed as if it 
were identical with collective agreements or increases of labor costs in general. 
There is little discussion of the influence that extension may (or may not) have 
on the procedure in arriving at collective agreements or on their content. 

The theoretical framework is somewhat over-simplified. The author seems to 
operate with some concept of a “‘free (labor) market” (e.g. p.139) which is left 
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undefined—perhaps that mythological perfectly competitive labor market of the 
old orthodox textbook variety. Elsewhere (p.g0) the author seems to operate with 
a supply curve of labor which is negatively sloped throughout its whole length. 
Although the author shows considerable acquaintance with British and American 
literature in the field, his work would have greatly profited from more intimate 
familiarity with such authors as John Dunlop, Clark Kerr, Lloyd Reynolds and 
others. 

As to his conclusions, I would like to question the following: 

(1) Changes of production methods in response to wage increases are not all 
necessarily long-run. It would be interesting to contrast in this respect the highly 
optimistic American view (as for instance the T.N.E.c. monograph no. 5 on Indus- 
trial Wage Rates, Labor Costs and Price Policies or the report of the u.s. Depart- 
ment of Labor on the Results of the Minimum Wage Increase of 1950), with the 
pessimistic and conservative outlook of the Swiss author (but see case C, p. 162)! 
Minor changes in work routine, work flow or the quality of newly hired personnel 
are often capable of producing substantial increases of productivity. 

(2) The author’s statement that the demands of unions are raised by the 
possibility of ‘‘extension”’ (p. 138) is in sharp contrast with observations made by 
students of ‘“‘extension’”’ in Germany (see for instance, Clark Kerr’s opinion that 
the prospects of contract extension causes “‘the terms (to be) at a minimum level. 
Thus the contracts negotiated by the unions become more minimum wage and 
hour laws than union contracts’’!.) It would be interesting to see the author defend 
his views against those of Kerr. 

(3) The author’s attempt to establish an index figure to judge the general 
economic effects of extension is interesting, but will require a good deal of further 
refinement. Thus, I am unable to understand what the concept of full employment 
of non-labor factors of production implies. Does it mean that equipment should 
never be idle or that no firms should go broke? The author’s pessimism with regard 
to the consequences of extension during a business decline is based upon his implicit 
belief that a wage reduction would have reduced (or eliminated) unemployment. 
It is conceivable that the simultaneous effects of a wage cut upon effective demand 
can be neglected in the case ofa small country like Switzerland so largely dependent 
on exports, but I for one would have welcomed a more convincing demonstration. 
Moreover, the question might be asked whether such unemployment should not 
be handled by other methods than wage decreases. 

These criticisms should not be misinterpreted. Dr. Nydegger has done a useful 
and interesting piece of work. I hope it will open the way for much more research 
along the lines of his enterprise. 

American readers will find of considerable interest the author’s brief reference 
(p. 129, note) to the way Switzerland has handled the problem of union security. 
Other asides in the book are equally welcome. 


Columbia University, New Yorx A. STURMTHAL 


1. CLarK Kerr, “ Collective Bargaining in Postwar Germany”’, in Contemporary Collective Bargaining in 
Seven Countries, (Adolf Sturmthal ed.), Ithaca N. y., 1957, p. 200. 
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Jouko PAAKKANEN. Hintateorian realismi ja yritysten hintapddtokset 
(English Summary: The Realism of Price Theory and the Price Decisions 
of the Firm.) Helsinki 1957. 135 p. 


When Hall and Hitch laid the foundations for the full-cost theory in their 
famous Oxford investigation in 1939 and cast doubt upon the generally accepted 
marginal principle, they started a theoretical controversy which has lasted nearly 
twenty years. A review of the problems is given in the work of a young Finnish 
economist, Jouko Paakkanen. His book provides a good systematisation of the 
great complex of problems constituted by price-setting methods and price theory. 

Most empirical investigations show that at least the leading firms make their 
cost calculations in accordance with the full-cost principle. But these investigations 
also show that enterprises sometimes allow themselves a certain latitude and, as 
need arises, change the prices arrived at by calculation or the components included 
in the calculation. It is principally with the admission of these changes that the 
entrepeneurs make their genuine decisions (Katona’s concept). In the intervals, 
price-fixing proceeds purely according to routine nd tradition. It is very im- 
portant that price theory should not confuse genuine and habitual decisions. The 
occasions when entrepreneurs make genuine decisions may be grouped as follows: 
(1) When fixing the prices of new products. (2) In connection with market 
changes and when the prices of the factors of production change. Even trend 
changes in sales and production technique may produce genuine decisions. (3) 
When faced with the price problems of a multi-product enterprise. These differ 
from other price problems in that prices and costs are independent of each other. 
(4) In connection with price differentiation. If price differentiation is combined 
with quality differentiation—a case of special interest—the case then belongs to 
group (3). 

It is obvious that a rigid full-cost theory which does not admit of deviation 
from price calculations will not adequately meet the demands of reality. On the 
other hand, a flexible full-cost theory concerned first and foremost with genuine 
decisions is serviceable. But, according to Paakkanen (and many other authors), 
it shows no essential departure from the world of marginal theory. Entrepeneurs 
who pursue an independent price policy and apply a flexible full-cost policy are 
unconsciously thinking in marginal terms, provided that they endeavour to 
operate rationally. 

Paakkanen is consequently an adherent of the school which numbers among 
its foremost representatives Machlup, who is of the opinion that the marginal 
principle is still serviceable as a point of departure for price theory. The full-cost 
theory has, however, enriched the old marginal theory considerably. The old 
theory has gained in value since we became conscious of the fact that it applies 
only to genuine decisions. 

It may, however, be asked whether the marginal theoreticians, and those who 
in common with Paakkanen are ready to accept the marginal principle as a useful 
first approximation, do not overemphasise the similarity between the marginal 
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theory and the mode of procedure in market-situation analysis that is actually 
applied management. Paakkanen’s own account shows clearly that no really 
satisfactory formula has yet been found for reconciling the difference between the 
marginal theory and market policy. Paakkanen is, it is true, very hesitant in 
stating the marginal theory to be serviceable as a first approximation. It is, of 
course, possible to agree with him that the marginal theory need not be completely 
discarded from our text-books, in spite of its diminished importance. 

As regards the conditions in which price theory assumes the enterprise to be 
working, the author is pretty liberal. He states that the theory must permit fairly 
marked simplifications if there is to be a theory at all, and that simplifications 
made can therefore be defended. He is, it is true, well acquainted with Danish 
price and market theory (Zeuthen, Winding Pedersen, Brems, Fog, Arne Ras- 
mussen) and agrees with the Danes that price theory should be expanded into a 
more realistic general ‘“‘parameter theory’’. But here he wants to keep within the 
limits of traditional price theory, and discusses variations in quality and sales 
promotion only in passing. The author is even prepared, albeit with regret, to 
accept the exclusion of time and uncertainty from the primary scheme of the price 
theory in order thus to simplify the theory sufficiently. But he calls for a new 
theory in which the effect of these important components will receive more 
consideration than has been the case so far. 

The fact that it has been possible to write such a judicious synthetic work as 
Paakkanen’s is proof that he is right in claiming that the old conflict between the 
marginal theoreticians and the full-cost theoreticians can be closed. The discussion 
should proceed to new fields. Besides the parameter theory Paakkanen mentions a 
general theory of growth of the firm. 


Yhteiskunnallinen Korkeakoulu (School of Social Science), | GOsta Mickwitz 
Helsinki (Finland) 


FRANCESCO PARRILLO. Contributo alla teoria della politica economica. 
(Collection Storia e dottrine economiche.) Torino 1957. Unione 
Tipografica-Editrice Torinese. xv, 303 p. 


Voici le onziéme volume de cette belle collection dirigée par le professeur 
P. Jannaccone, lui-méme auteur du premier volume (Moneta e Lavoro) et du 
dixiéme (Jl costo di produzione ), destinée 4 mettre a la portée du public cultivé les 
grands problémes économiques, tels que les pensent les grands auteurs (Keynes, 
Fanno, Robbins, Fraser, Wicksell). Nous n’avions pas encore eu l’occasion de 
connaitre Francesco Parrillo, mais nous rendons hommage 4 |’ceuvre qu’il vient 
ici de dresser. 

Cette ceuvre est animée par une idée féconde qui traduit bien la préoccupation 
du moment de l’histoire o& nous sommes parvenus. On remarquera le titre choisi: 
il s’agit d’une contribution a la théorie de la politique économique, et non pas 
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de l’économie politique. C’est bien l’association de l’idée théorique et de l’idée 
politique. I] fut un temps ow 1’on se plaisait 4 dissocier, 4 opposer au contraire ces 
deux points de vue, comme si l’action et la pensée ne pouvaient aller ensemble. 
Aujourd’hui on se rend compte, non seulement qu’il faut penser avant d’agir, 
ce qui ne serait guére nouveau, mais que c’est en agissant qu’on apprend a mieux 
penser, 4 mieux comprendre, a mieux expliquer, c’est-a-dire a édifier ce qu’il est 
convenu d’appeler une théorie. Un autre auteur italien, E. Fossati, a écrit de son 
cété et en style mathématique, un ouvrage au titre symptomatique: Elementi di 
politica economica razionale. La politique n’est pas, comme on peut souvent en avoir 
impression, une activité passionnée, sentimentale, capricieuse, parfois méme 
absurde. Elle peut étre, elle doit devenir rationnelle. 

Mais il faut un long détour pour comprendre cette nouvelle vision des choses. 
Parrillo commence par nous faire faire ce détour dans une synthése du développe- 
ment de la pensée économique. La longue note de la page 4 nous donne un re- 
groupement par ordre alphabétique de tous les ouvrages classiques en la matiére. 
La présentation de l’auteur est, 4 notre sens, presqu’encore trop classique. Je me 
demande jusqu’a quel point la dynamique économique, qui est pour une grande 
part la science du futur, n’inclut pas implicitement ce que Fossati a précisément 
appelé la politique rationnelle, portant sur les agenda, plus que sur les acta. Du reste 
l’auteur a la suite d’Arena le comprendra bien ainsi dans la suite de l’ouvrage. 

C’est dans le chapitre 11 que le probléme de la «nature» de la science écono- 
mique est posé. On ne cessera pas de discuter pour savoir ce qui fonde |’« écono- 
micité» des choses. L’auteur nous donne bien les éléments du probléme. Je con- 
sidére pour ma part que |’économie ne s’est pas autant perfectionnée que l’on a 
dit en se «sublimisant», en devenant un «hermétisme» (p. 39). Cette purification 
était sans doute une étape utile du développement. Mais aujourd’hui le perfec- 
tionnement continué implique une acceptation de l’impur dés le départ de la 
construction de la science, et c’est précisément le passage a travers la politique. 
C’est ce que notre auteur appelle l’exigence d’un rapprochement de la science 
économique de la réalité (p.75), la tentative de «configurare una teoria della 
politica economica integratrice della scienza economica» (p.61). 

Pour savoir comment faire cette intégration (chapitre v) l’auteur consulte 
principalement les économistes italiens. C’est le morceau de résistance (plus du 
tiers) de l’ouvrage. Cela se comprend, non seulement parce que l’auteur est italien, 
mais parce que la pensée italienne est particuliérement orientée vers ce genre 
d’analyse, plus que la pensée anglo-saxonne. C’est un point de ressemblance avec 
la pensée frangaise. Quelle bonne occasion en tout cas pour les frangais de voir 
rassemblées et exposées les données essentielles de la pensée des grands auteurs 
italiens: Del Vecchio, Gini, Pietro-Tonelli, Bresciani-Turroni, Carli, Palomba. 
Le chapitre v1 est plus court (48 pages seulement) et moins original pour nous: 
position critique de Morgenstern et Myrdal, contribution constructive de Hicks, 
Frisch, Tinbergen, Meade et André Marchal; agnosticisme quant aux fins de 
Répke, Samuelson et Scitovsky. 

Cet ouvrage a le grand mérite de nous faire beaucoup réfléchir sur ce probléme 
qui se posait déja du temps de Sismondi: Notre science est-elle simple science de 
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calcul ou science morale? Est-elle discipline positive ou normative? Faut-il con- 
sidérer avec Bresciani-Turroni la science économique comme théorie de l’initiative 
privée, et la politique économique comme théorie de l’initiative publique (p. 190) ? 
La politique est-elle l’anneau, la passerelle entre la théorie et l’art? (Del Vecchio, 
p. 117.) 

Je serai finalement de l’avis de notre auteur lorsqu’il nous assure avec Stefani 
et Menegazzi que la politique intégrée a la science, si elle n’est pas «normative» 
est au moins «finalistique». Je regrette que dans un livre de cette importance ot 
il est tellement remué de notions et de concepts, il ne figure pas un index des idées 
qui aurait utilement complété l’index des auteurs. 


Université de Paris Henri GuITTON 


RicHARD STONE. Quantity and Price Indexes in National Accounts. Pub- 
lished by the Organisation for European Economic Co-operation. 
Paris 1956. 120 p. 10s. ($1.50). 


In nearly all countries national income statistics and national accounts have 
come to be recognized as indispensable tools of economic analysis. The execution 
of policies aimed at maintaining full employment and balance of payments 
equilibrium requires information on the development of “‘national product”’ and 
‘national expenditure’’, and the logical interrelationships between these totals 
and related ‘“‘macro-economic’”’ aggregates. In underdeveloped countries national 
accounts are needed as a basis for establishing programmes for economic develop- 
ment. 

Atan early date, international organizations, such as U.N. and 0.E.E.c., became 
aware of the importance of national income statistics, not only from the viewpoint 
of national needs but also for the study of problems of international economic 
co-operation. Therefore, standard systems have been devised, intended as a guide 
to countries wishing to construct national accounts. 

So far, international standards in national accounting have been limited to 
data expressed in current money values. For many purposes, however, it is neces- 
sary to divide series of current money values into price and quantity components. 
But serious conceptual and statistical difficulties are encountered in the compila- 
tion of accounts for successive periods in such a way that they are free from the 
effects of changing prices. The present Report of 0.£.£.c. provides a discussion of 
these problems and explains practical methods which statisticians could endeavour 
to use. 

The Report has two main features. First, it reviews the problems of index- 
number construction against the background of the national accounts as a whole, 
and so brings out the numerous problems involved in attaining various kinds of 
consistency. Secondly, it stresses the need for more empirical knowledge about 
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the factors responsible for price differences among superficially similar commod- 
ities, as the basis for the establishment of better units of measurement and more 
reliable comparisons. 

In chapter 11 the economic theory of index-numbers is briefly discussed, mainly 
in order to bring out the basic difficulties that are encountered in any attempt 
to apply this theory. Chapter 1 is largely devoted to providing a conceptual 
framework for a consistent system of index-numbers for commodity flows. This 
framework involves an extension of the 0.E.£.c. report, A Standardized System of 
National Accounts, to include statements of commodity flows between industries. 

Chapter rv is devoted to the problems of quality differences and changes and 
suggests a new method based on the relationship of prices to quality characteristics. 
Chapter v is devoted mainly to heterogeneity due to locational factors and 
Chapter vi contains a discussion of the treatment of seasonal commodities and 
provides a scheme for carrying out seasonal adjustments of varying degrees of 
complexity. 

Chapter vm is concerned with the treatment of non-commodity flows and the 
difficulties encountered in establishing a consistent system of index-numbers in 
this field. Chapter vim contains a discussion of a number of problems of measure- 
ment, such as the selection of indicators and the choice of a base period. Chapter rx 
contains a brief comparison of familiar types of index-numbers with the system 
presented in the Report. A summary of the main conclusions is given in chapter x. 

As stated in the Preface, more experience needs to be gained from the practical 
application of the principles outlined in the Report, before more formal inter- 
national agreement can be reached on the standards to be used in this field. 
Accordingly, the Report, in its present form, is intended to be used as a guide to 
those engaged in practical statistical work. 

Undubitably, the Report is well suited to the purpose. It should be invaluable 
to all who work on these problems. 


Den Haag (Holland) J. B.D. DERKsEN 


ApoLF STURMTHAL (ed.). Contemporary Collective Bargaining in Seven 
Countries. Ithaca, New York, 1957. Institute of International Indus- 
trial and Labor Relations. 1x, 382 p. $4.50. 


This book, the result of the collaboration of eight authors, is aimed at two broad 
markets, that of students who seem always to accord more respect to a volume 
between hard boards than to a list of articles in the learned journals, and at 
management, union and government officials. It has succeeded rather well in 
the attempt. 

The primary focus of interest is on collective bargaining in Great Britain, 
France, Germany, Italy, Norway, the Netherlands and the United States since 
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the end of the last war. Most of the articles are revised versions of material published 
elsewhere but those on the United States, England and one of the two on Italy, 
were specially written for this volume. The final chapter, written by the editor, 
draws such general conclusions as are possible. 

They tell a very interesting story woven of several strands. The first is the 
insistent pressure of high employment and price inflation. This is the economic 
background against which bargaining must inevitably take place. 

The second strand is the historic background of each nation. Bargaining takes 
different shapes in different countries because of differences in ideas and in 
institutions. 

The third strand is the cloud of inchoate ideas of justice which float in the 
background as a disturbing criticism of the ordinary economic decisions and which 
throw doubt upon the moral legitimacy of the wage and profit system. 

As one or other of these becomes dominant, the results vary from what might 
have been expected. In most countries there has been a closing up of wage differ- 
entials between skilled and unskilled, between men and women, between juveniles 
and adults. In some of them it was found that a naive idea of justice was not enough. 
Skilled workers had to be found and their relative wages were increased to call 
forth an adequate supply of them. 

In some countries, Norway for example, the federation of trade unions has 
risen to a commanding position; in others it is little more than a meeting ground 
for equals who will acknowledge no superior. In the United States bargaining is 
most commonly carried on at the plant level, sometimes at the company level for 
multi-plant companies, but almost never on the basis of an employer association 
on the one hand and a trade union group upon the other. In Germany it was 
found that the latter was inevitable, plant bargaining being impossible because of 
a simple lack of bargaining skills and experience on either side of the table. 

While certain of the papers show a rather naive belief in the virtues of union 
organization and attribute to it none but beneficial effects, this blemish is, on the 
whole, minor. This book came upon the scene just as American trade unionism 
reached the apogee of its power and influence. More recent developments have 
thrown into high relief the enormous and corrupting power of American trade 
union leadership; power over their own membership as well as over the general 
community. Internationally one sees a rising general concern over the monetary 
consequences of full employment policies. The indications are, therefore, that a 
similar book written five years or more hence will probably show a substantial 
difference in the distribution of its emphasis. 


Queen’s University, Kingston (Canada ) Joun L. McDouGA.i 
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The Cotton Industry— Today and Tomorrow. Vortrage gehalten am In- 
ternationalen Baumwoll-Jubilaumskongress in Buxton, England, 
1954. Internationaler Verband der Baumwoll- und verwandten 
Textilindustrien, Manchester. 288 S. 


Der Internationale Verband der Baumwoll- und verwandten Textilindustrien 
war im Mai 1904 in Ziirich von den bedeutendsten Spinnerei-Unternehmern 
Westeuropas, damals unter dem Namen International Federation of Master 
Cotton Spinners’ and Manufacturers’ Associations, gegriindet worden, als es galt, 
einer Cornerbildung in amerikanischer Baumwolle entgegenzutreten und eine 
gréssere Kontinuitat der Baumwollzufuhr sicherzustellen. Zur Feier des 50. Jahres- 
tages des Verbandes, der heute vor allem ein Zentrum fiir Informationsaustausch 
bildet, haben es prominente Fachleute aus Rohstoff- und Verarbeitungslandern 
unternommen, die derzeitige Lage der Baumwollindustrie von den Entwicklungs- 
tendenzen der Vergangenheit her zu beleuchten und auf die in der Zukunft zu er- 
wartenden Rohstoff-, Fabrikations- und Absatzprobleme hinzuweisen. 

Das allgemeinste Interesse konnen zweifellosdie Ausfiihrungen vonW.T.Kroese 
iiber Vergangenheit, Gegenwart und Zukunft der Baumwollindustrie beanspru- 
chen, ganz abgesehen davon, dass auch rein volumenmassig (unter Einrechnung 
des vorziiglichen statistischen Materials) rund ein Drittel des Buches auf seine 
manchmal etwas unsystematischen, aber durchwegs hoch interessanten Darle- 
gungen entfallen. Im wesentlichen besagen sie: In der Baumwollindustrie haben 
sich in den letzten 50 Jahren tiefgreifende Strukturwandlungen vollzogen. Erstens 
Wandlungen im Hinblick auf die verarbeiteten Rohstoffe: durch das Aufkommen 
der Kunstfasern, auf die 1954 schon 18,3% des Welt-Textilfaserkonsums ent- 
fielen, gegen 0,2% vor dem Ersten Weltkrieg. Zweitens Wandlungen in der Ver- 
teilung der Baumwollverarbeitung auf die einzelnen Lander: durch die Zunahme 
des Baumwollverbrauchs in den Anbaulandern selbst von 30-35% des Welt- 
konsums auf rund 60%. Und drittens Wandlungen in der Struktur des inter- 
nationalen Handels mit Baumwollgeweben: durch die Verdrangung Grossbritan- 
niens vom Platz des gréssten Exporteurs durch Japan in der Zwischenkriegszeit 
und den Aufstieg der usA und Indiens als Konkurrenten nach dem Zweiten 
Weltkrieg. 

Die letzte Strukturwandlung ist wohl zugleich die folgenschwerste, da sie die 
fast ein Jahrhundert lang herrschenden Verhaltnisse des internationalen Aus- 
tausches von Textilien in ihren Grundfesten erschiittert und das Uberkapazitats- 
problem der westeuropaischen Textilindustrie geschaffen hat, mit dem sich in den 
letzten Jahren auch die OEcE und das GatT befassen mussten. 

Wichtiger sind die Angriffsaufgaben, auf die Kroese aufmerksam macht und 
die es anzupacken und fortzufiihren gilt, wenn die westeuropaische Baumwoll- 
industrie ihren Platz auf einem schrumpfenden Exportmarkt behaupten und viel- 
leicht sogar verlorenen Boden zuriickgewinnen will. In der Produktion: Senkung 
der Kosten durch Bewahrung der Handlungsfreiheit im Kauf des Rohmaterials 
und betriebliche Rationalisierung (Schichtenbetrieb in kleineren, aber modernen 
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Einheiten). Im Verkauf: Hebung des Absatzes durch Marktanalyse und moderne 
Methoden der Werbung, durch Férderung der textiltechnischen Forschung zur 
Erhéhung der Qualitat und Verwendbarkeit der Produkte und durch Verteidi- 
gung des Welthandels gegen weitere Beschrankungen, «da unsere Industrie zur 
Zeit des Freihandels gross geworden ist». 

Dagegen setzt er keine grosse Hoffnung auf die Steigerung des Lebens- 
standards in den unterentwickelten Gebieten als noch unausgeschépfte Nach- 
fragereserve, weil diese Lander erfahrungsgemass bei der geringsten Verbesserung } 
ihrer wirtschaftlichen Lage sofort eine eigene Baumwollindustrie ins Leben rufen 
oder die bestehende entsprechend vergréssern. Man wird aber, méchten wir ein- 
wenden, doch nicht iibersehen diirfen, dass je starker ein Land sich industriali- 
siert, es auch ein desto anspruchsvoller und héherwertiger Kaufer wird und 
dass daher in der Qualitatsverbesserung der Ausfuhrerzeugnisse eine wichtige 
Chance fiir die Erhaltung bisheriger und die Gewinnung neuer Absatzmarkte — 
wie fraglos in den schon industrialisierten — auch in den sich nun industrialisie- } 
renden Landern liegt. 


Kiirich (Schweiz ) O. Kris! 


Policies to Combat Depression. (A Report of the National Bureau of 
Economic Research, New York.) Princeton, N. J., 1956. Princeton 
University Press. 417 p. $ 8.50. 


In October 1953 and May 1954—that is just at the time of the second post-war 
recession in the u.s.—the Universities-National Bureau Committee for Economic 
Research arranged two conferences on anti-depression policies. In all, 14 special- 
ists submitted papers to the conferences and several more acted as commentators. 
All of this material is now printed and represents an extremely valuable collection j 
of information. It is not possible in this review to do justice to all the contributors 
(namely R. A. Gordon, B. Caplan, K. E. Boulding, D. W. Lusher, J. A. Pech- 
man, R. Goode, C. Heer, I. C. Merriam, R. V. Roosa, L. Grebler, W. Owen, 
K. A. Fox, D. G. Johnson and R. Triffin) by reviewing each of the papers sepa- 
rately. Instead, it is proposed to look for the answers to the following four questions: 
(1) What kind of depression is to be expected? (2) What role do the built-in 
stabilizers play? (3) What could be done to stop a depression and reverse it? 
(4) What was done in the first recession after World War 1? 
The question as to what kind of depression we must expect in the v.s. is of 
fundamental importance for the various contributions to the book. Two papers by 
R. A. Gordon and K. E. Boulding respectively deal with this question. It is really 
an unfair question to ask, and the answers are, as might be expected, very vague 
indeed. Gordon distinguishes minor, hybrid and major recessions, the criterion | 
being whether and to what extent the “underlying investment opportunities” are ( 
impaired. This is hardly a debatable point, but what kind of recession is to be 
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expected and how do we discover the severity of it before it is over? The first 
question is sidestepped and the second answered with a plea for more information. 
As a general discussion and introduction to the subject, the paper is a very good 
one, and the conclusion to be drawn from it is obviously that the question cannot be 
answered clearly. K. E. Boulding starts with a long exposition of rather primitive 
Keynesian economics, with slightly different definitions, among which he attaches 
importance to using gross investment instead of net. He makes a distinction 
between “‘static precariousness”’, meaning the Keynesian static unemployment 
equilibrium position, and “‘dynamic precariousness’”’, meaning a system liable to 
produce cyclical movements, discusses stagnation theories, and asks for more and 
better information. His paper is really a review of some basic factors in our macro- 
models, and not ‘‘The Economics of the Next Adjustment’’, which is part of the 
promising title. 

It is worth while, however, to note that none of these economists makes any 
firm denial of the danger of a repetition of the 1929-1932 depression. Still, the 
assumption underlying the rest of the papers is that we should be prepared for a 
recession of the “‘hybrid”’ type, that is more severe than that of 1948/49 but less 
so than the 1929-1932 depression. This seems reasonable. 

The most interesting part of the book is devoted to the second question: That 
of the built-in stabilizers, of which so much has been written and said and so 
little shown by figures. These papers are all concerned with estimating the magni- 
tude of the stabilizing effect in various fields, and this is a very welcome and 
original addition to the literature. 

The most impressive paper is the one on budget flexibility which was pre- 
sented by Lusher, the ideas and results having been worked out on a cooperative 
basis by a group of economists, apparently mainly from the Council of Economic 
Advisers. How is the degree of flexibility measured ? Lusher gives us a coefficient D 
of stabilizing flexibility, which is the ratio of two hypothetical differences, namely 
between the actual depression G.N.P. (Gross National Product) minus a depression 
G.N.P. if government finances had been neutral and the present G.N.P. minus the 
same magnitude (for definitions, see p. 82-84). The definition of a neutral budget 
presents difficulties which Lusher has not overcome, but by and large this may be 
a fairly useful definition. His tables (p. 86-88) show a stabilizing effect of about 
14 this meaning that the decline in G.Nn.P. will be 30-40 per cent less than if the 
budget had been neutral. An outsider is not in a position to quarrel with the 
figures, especially as the various estimates are not explained in any great detail in 
S. M. Cohn’s annex to Lusher’s paper. But the order of magnitude seems to be 
accepted by most of the commentators. 

This general budget study is supplemented by studies on the individual income 
tax, corporate income tax and state and local finance, which cannot be dealt with 
here, though they all contain very interesting information. 

Social security programs are dealt with by I. C. Merriam, who concludes that 
under existing programs about 25 per cent of a decline in total earnings would be 
offset by unemployment insurance; the effects of other security programs are 
more difficult to evaluate. The figure given is not particularly impressive, but it is 
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nevertheless concluded that “‘the social security programs should be counted 
among the significant built-in stabilizers”’ (p. 205). 

Finally, mention should be made of a very interesting and elaborate paper by 
K. A. Fox on the effect of the farm-price support system. His estimates of the 
effect of the support program in counteracting price declines should probably be 
taken with some reservations (not as to logicality but as to the underlying as- 
sumptions). His main conclusion is that during a severe depression the farm sup- 
port policy may reduce the decline in G.Nn.P. by something like 10 per cent (p. 339). 
It should be stressed that both the social security programs and the farm-price 
support are more or less included in Lusher’s computations, but partly under 
different assumptions. 

Clearly, then, there is scope for plans to do something (the third question in the 
introduction to this review). No master plan is offered, nor is there any sign that 
any responsible authority in the u.s. has worked one out. Grebler points out that 
housing policy would work very slowly, Goode that corporate income tax would 
not be a very useful instrument, Owen that there is not much prospect of self- 
liquidating public works (mainly highways), because no plans are available, and 
neither is any administrative machinery. D. G. Johnson has a very stimulating 
paper on international commodity prices. He thoroughly discusses the expedient 
of commodity reserves, which he is against, and buffer stocks for individual com- 
modities, which may be useful to some degree. He warns, however, against great 
hopes either for the u.s. or for the outside world even if such schemes should be 
undertaken. 

Unfortunately R. V. Roosa’s paper on monetary policy is only given in sum- 
mary form, but the stress has clearly been on the idea that an active influence from 
the quantity and cost of money should not be relied upon, fiscal policy being far 
more important, and that open-market operations should not be unduly restricted 
to a very narrow part of the market. 

Finally R. Triffin, in a long paper dealing with the Randall Commission, 
‘‘workable”’ convertibility, E.p.u., the dollar shortage etc., makes a plea for more 
substantial international monetary cooperation. This is a tour d’horizon, but useful 
in that it illustrates the extent to which the present degree of convertibility is a 
fair-weather phenomenon. Please remember! 

There is no master plan, but could we not expect one to be worked out quickly 
if need be? This is the fourth question: what was done in 1948/49? B. Caplan 
presents a very succinct analysis of what was done by the vu.s. authorities. With 
great effect he describes how President Truman called a special Congress in 
August 1948, asking for anti-inflationary measures just at the time when the 
recession was starting. He (Caplan) concludes ‘‘the record of government was 
poor on recognizing the turning point, very good on appraising and prescribing 
for the malady, and fortunately quite inconsistent on actions to implement the 
desired policy” (p. 35). The machinery of the government grinds too slowly for 
measures to be taken quickly, and this was fortunate because the 1948/49 re- 
cession was of the minor type, which cures itself easily ; but it would have been bad 
indeed if the recession had been of the ‘‘hybrid”’ type. 
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The main impressions to be gained from this book are, then, that too much 
reliance should not be placed on the built-in stabilizers, that no master plans are 
readily available, and that therefore there is urgent need for better built-in 
stabilizers and for better measures to counteract recessions—other than the small 
ones. But how do we know from the outset whether we are going to have a big 
one or a small one? We do not know at present and this book does not give the 
answer. 


University of Copenhagen (Denmark ) Ertk HOFFMEYER 
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